DOCUMENT RESUME 

ED 351 995 HE 026 169 



TITLE 

INSTITUTION 

PUB DATE 
NOTE 

AVAILABLE FROM 



PUB TYPE 



Making College Affordable Again: Final Report, 
National Commission on Responsibilities for Financing 
Pos t secondary Educati on, Washington, DC, 
Feb 93 
103p. 

National Commission on Responsibilities for Financing 
Postsecondary Education, 1850 M Street, N.W., Suite 
1030, Washington, DC 20036. 
Information Analyses (070) — Viewpoints 
(Opinion/Position Papers, Essays, etc.) (120) — 
Reports - Evaluative/Feasibility (1A2) 



EDRS PRICE MF01/PC05 Plus Postage. 

DESCRIPTORS Access to Education; Business Responsibility; 

^^Educational Finance; Federal Programs ; ^'^Futures (of 
Society); ^Government Role; Higher Education; 
Institutional Role; Parent Responsibility; Paying for 
College; Policy Formation; ^Tostsecondary Education; 
''Publ ic Pol icy ; Res pons ibili ty; School 
Responsibility; State Programs; Student Financial 
Aid; Trust Res pons ibi lity (Government) 



ABSTRACT 

This publication presents the findings of a 
commission that evaluated the current division of responsibilities 
for financing postsecondary education and makes recommendations for 
restructuring national policy in this area. Following an executive 
summary in section I, section II analyzes the policy concerns of 
college cost, accessibility, and financial responsibility. Section 
III presents the commission's recommendations concerning the federal 
role in financing postsecondary education as well as the roles of 
state governments, institutions, the private sector, and 
philanthropists . The key theme of the recommendations is that the 
partnership among governments, institutions and individuals in the 
financing of postsecondary education is an essential concept that 
must represent the foundation of future financing policy; that such 
partnership requires each participant to contribute to the system^s 
success; and that the federal government is in the best position to 
encourage the partnership by promoting a greater sense of shared 
responsibility for financing postsecondary education* Specific 
proposals include a Student's Total Education Package, simplifying 
the loan sy3tem, a Community Service Incentive Program, and 
tax-incentives to save for college. Appendixes contain estimates of 
cost savings and new expenditures resulting from the recommendations, 
commission member biographies, a schedule of commission meetings, and 
82 references. (JB) 
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Letter of Transmittal 

Final Report of the National Commission on Responsibilities for 
Financing Postsecondary Education. 

Mr. President 

Mr. President Pro Tempore of the Senate 

Mr. Speaker of the Uniled Slates House of Representatives 

The Natienial (Commission on Responsibilities Tor Financing 
Posiscconchu*}' Education, authorized under P.L. 99-498, is pleased to 
submit this Final Report, 

The (Conmiission was conceived to address one of the most troubling 
issues facing American families: paying for college. The mandate^ of the 
C.onnnission, as spelled out in the law, is to reexamine the nature and 
operation </f the current nnancing system and to develop reconuiienda- 
tions for its restructuring as necessary. 

This Final Report represents the culmination of extensive research 
and analysis of the issues facing higher education financing today. 
Throughout its two-year life span, the ('omniission met nearly a dozen 
times, conchicted five regional hearings, sponsored several expert semi- 
nars, and held a national symposium. The testimony from the hearings, 
combined with staff research and the efforts of research teams al the 
Universitv of Wrmont and University of (California, Los Angeles, provid- 
ed the (Conmiission with a thorough understanding of the problems that 
plague the present system and the range of options for the future. 

The fmdings and reconuiiendations coiitainc^d in this report are the 
result of a dedicated bi))artisan effort to improve the future of higher 
echication in the United Stales. While we recogni/e that our system has 
long been regarded as the world's fmest, we view this (Conmiission and 
its work as not only a means of retaining that position but also a com- 
mitment to providing affordable postsecondary education for future 
generations. 



Ill 

As wc present this Final Report of the National (>)niniission on 
Responsibilities for Financing Postsecondary Edtication, we encourage 
yoti to work hard to implement the programs and policies thai are con- 
tained herein. It is only throtigh the dedication and cooperation ofotu' 
leaders that a brighter futtire for higher edtication, and otir nation, can 
be achieved. 

Sincerely, 

Sciuuor Piuila Hawkins Dr. William (>>uci Hi. Lc-slit- Roltai 

rhonias A. Buns OuiMisM. niinbar Pcicr M. Leslie 

(ihark's J. ('()()|)ci*. Ksc], Lawiviu c M. [ones R. Marshall W'iilcn, Ksq. 
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Mission Statement 



The N-alioiial ('commission on Responsibilities foi' Financing 
Postsecondary Kducalion is charged wiih determining the need for a 
structural change in the current division of responsibilities for financing 
postsecondary education and making recommendations to the 
President and the United States (Congress by February of 1993, The 
Conunission will evaluate economic, demographic, educational, and 
institutional information and analyze the current and projected respon- 
sibilities for financing held by families, institutions, individuals, govern- 
ments, businesses, and other sectors. 

The C.ommission will be concerned with the growing gap between 
poor Americans and the rest of society as it reflec is on the ability of our 
coimtry to meet the post-industrial challenges of the decades which lie 
ahead, as well as on the ability of the middle-income families to con- 
tribute to the cost of their children's higher education. Although ])()St- 
secondarv education is only one component of the relief needed, it is a 
crucial element in the skills race. 

The (Commission will use the following assumptions in its work plan, 

M America's political insUtutions presuppose an educated electo)'at(\ 
America's economy requires a well-trained, disciplined workforce, 

M America'- oroblems (economic, social, ecological, geopolitical) 
are becoming more and more complex. 

M America's needs as a post-agrarian, post-industrial economy are 
changing. 

@ (Mtizens need to control their own lives. 

Our goals embrace the vision of an America in which every person is 
socially, civically, and economically competitive to his or her greatest 
capacity. This means we seek to educate a population which has the edu- 
cational competencies sufficient to fulfill foin' essential aspects of citizen- 
ry. We need economic citizens who are productive; informed citizens 
who can participate intelligently and ki.owledgeably in our governmen- 
tal affairs; citizen soldiers who provide for our national defense; and citi- 
zens who have purposeful control over their own lives. 
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VVilhin the context of these assumptions and goals, the C>)nimission 
will analyze the current federal policy for financing postsccondary edu- 
cation, evaluate iis efl'ects, and reconinicnd changes as necessary. 
Several heliers will gtiide our inqtiiry. 

n The policy of the United States shotild proniote the above-men- 
tioned goals. 

n The federal policy nuist ackhvss the isstie of aflordability as one 
growing barrier to postsccondary education, especially where 
national priorities are at risk; e.g., a qtialified workforce that is 
ethnically diverse. 

'/^ The federal policy nitisl enc<nn*age greater sticcessful involve- 
nient by all. 

T' The nation cannot continue to waste desperately needed human 
resotu ces while driving up social costs. 

Seen in this perspective, the (x)mmissi<)n luiderstands its work to be 
about preserving and enhancing the national sectirity of the United 
States of America through the strengthening of its lunnan resotuxes with 
appropriate, affordable postsccondary education. 

.\o(r: This mission stairnunil was adopted h\ the CloDimission nu May 5, 1991. 
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Foreword 



AnuM'ican higher cducalioii has ranked as the unchallcMigcd leader 
in the woi'ld fbi* imich of the 2()th century. There are good reasons why 
the nation has earned this respect, hi adcUtlon to heing the best in ihe 
\vorld in basic research and scientific achie\'cnieni, American poslsec- 
ondai*^' institutions generally are regarded as the most effccti\'e in 
ad\ancing the social and economic conditions of individuals. Sonic of 
the indicators ol iliis success: 

Q America stands out among its inlernational peers in the partici- 
jxuion of i:s cili/ens in higher education. Nearly three times the 
percentage of" Americans atten<l college compared with Japan, 
the I'nited Kingdom, Sv;eden, and other nations; 

B Higher education has had a positive effect on employment and 
income levels, (lollege graduates are much less likely to face 
unemplovment and. on a\'erage, ear* nearly twice as much per 
month as liigli school graduates; 

H Surveys show that college graduates consistently rale the quality 
of their li\'es higher than those who did not attend college; 

M American higher echu alion is one of the nation's most succcss- 
lul export industries, with hundreds of thousands of students 
Irom other nations enrolling annually in American colleges and 
uni\'ersities. 

Despite these accomplishments, h()we\'er, there is growing anxiety 
that tlie American system of higher education may lose its place of 
prominence. 1 hese concerns are echoed by a variety of observers, 
incUiding e\'eryday citizens, higher education leaders, and state and fed- 
eral of ficials. Many of thes(^ concerns involve one of the most complicat- 
ed, and least luiderstood, aspects of the system: its fhiancing. 

Senator James Jeffords (R-\T), the author of the legislation creating 
the (Commission, was one of many observers who addressed this topic at 
a sympositim sponsored by the (commission in June of 1992. Explaining 
why he sought to create the (commission and the importance of its 



charge to iho natioiuil iiiicrcst, Senator Icfforcls iioicd, ''Wiihoui afforcl- 
able postsccondary education, wiihoiu national support for meaningful 
access for able suidents to take advantage of higluM' educalion c)pi)oilu- 
nities, we will not be able to accomplish any of the objectives that we 
strive for as a nation and a leader of nations. Without the ca|:)acity to sig- 
nificantly expand [he. intellectual and personal frontiers of" the American 
citi/eni y, we will be fbre*,er limited by the econoniic inecjualities that 
exist among people in oiu' comury." 

This philosophy about the importance to the nation of financing 
postsec )ndary education has been a guiding force in the work of this 
('ommission. Virtually all the evidence available to tis stiggests that the 
burdens of paying for college are increasing for all Americans. Based on 
current trends, America will face dire economic and social conse- 
quences if only an ever smaller percentage oi'sttidents and families can 
afford a postsecondarv education. The fUikne to help the growing num- 
ber of disenfranchised, undei'edtu ated citizens will have profotnid 
effects on soeicMv, the w()rk^bIr(^ industry and servicers, iniei iiaiional 
competitiveness, and even national security. 

This National (ioinmission, which fh*st met in Fc^bi tiai v of 1991, has 
had as its cential goal one simple idea: to make college affordable again. 
All of our research, public hearings, and delibei^ations have revolved 
around this basic, but fundamentally im|:)()iMant, goal. As the 
(Commission's Mission Statement points out: "The (lommission tuulei- 
stands its work to be about preserving and enhancing the national securi- 
ty of the Ihiited States of America through the stiengthening of its 
lumutn resources with appropriate, affordable* postsecondai^y education.'' 

lo make college affordable again, we musi make changes at virtually 
all levels and involve all of the major participants in the postsccondary 
financing system. This report details our recommendations for change. 
BiU despite our fundamental belief in the need for major change, this 
report is not a repudiation of all that exists in the current system. In fact, 
we have much to be protid of in looking at the various federal, state, 
institutional and other programs now in operation. 

We have made it our goal to produce recommendations that address 
long-term needs — recommendations that can take our nation into the 
21st centiu'y and beyond. Nevertheless, we also sought recommenda- 
tions that are practical and readily achieved. We hdime the mUion can fully 
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iml)l4n)W)i( (Very our of the remunioidutioiis in llns rejmrt by (he eiul oj the deaule 
at (I reasoudhle cost (uid to the jryeat benefit of our coinitry. 

In scckin^r ways to wwxkv college affordable again, \vc casi a wide* net 
in sc»arch of the mosi c'()iuprc*luMisi\'c* and efricienl vciiiclos lo make col- 
lege a reality lor all interested and able American ciii/.ens, Our activities 
included five regioiuil public heai'inp[s held around the country, a 
national symposium, bi-monthly meetinj^fs, and numerous research 
papers, ])r()jecis, and reix)rts. 

We did not limit our work only lo federal policies or student finan- 
cial aid. Instead, we studied and analyzed the roles and responsibilities 
of c^ach of the major Hnancing system participants — from families and 
students to the fedeial goveinment, stales, insiiliuions, b'^siness and 
industry, and philanthropy. 

There are, Iiowever, imporlaiit distinctions in the sco])e of the 
(lonmhssion's chaise. Owv primary task was to explore ways lo share and 
distribute resi:)onsibility for tuition and related costs among these system 
l)articipants. To that end, the essential focus of our woi k was on stu- 
dents, and the costs liiey face in paying for a jjoslsecondary education. 

I^ecause of this imic|ue perspective, the (lommission did not exam- 
ine otiiei' issiu's in the "fuiancing" of jjostsecondai y education — such as 
capital costs and the rapidly deteriorating infrastrucHu'e of higlu'i ecUi- 
cauon buildings, facilities, aiul equipment. Noi' have we addressed the 
critical arc»as of research funding or the institutional factors that lead U) 
tuition increases. While all of these topics ai e imi:)orlant, om' central leg- 
islative charge has been to focus on students — the consumers of postsec- 
ondai y education. 

The main body of the report is divided into two sections. The fhst dis- 
cusses policy concerns that led lo the development of the (x)mmission's 
reconuneiulalions and examines the cunvm oi:)erali()n of the higher 
eciucation financing system. The second section describes the 
(lonnnission's reconnnendalions for the future and discusses the respec- 
tive roles lo be plaved by each of the major participants in the system. An 
Appendix includes an analysis of the likely cost savings and expenditures 
resulting from implementation of the (lonunission's recommendations. 
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EXliCUTIVE 



SUMMARY 




ith the end of the C'.olcl War, AmcTicans arc ttirning 
Ij their attention to a more stibtlc ycl equally complex 
issue — economic secnriiy. To compete eiTectively in 
this global economy, the nation needs a lop-flight, 



cost-effective higher education system with quality programs and access 
for all interested and able individuals. 

For decades, America has offered college and university programs 
that rank among the best in the world. BiU their escalating cost now 
threatens to set up new, impenetrable barriers for many Americans. 

For example: 

□ Paying for college now ranks as one of the most costly invest- 
ments for American families, second only to buying a home; 

y Dining the 19H0s, the cost of attending college increased 120 
percent, twice the rate of inflation for the decade; 

S State budget cuts are causing si/able tuition increases at public 
institiuions, increases that have oiUpaced those in the tradition- 
allv higher-priced private institiuions. 

For the 21 si century, America needs a well-educated, well-trained 
workforce capable of competing with our international neighbors. Yet at 
this verv critical junctiu'c, we believe there is a crisis in the nation's post- 
secondary education fmance system — one that poses a major risk to the 
very fabric of higher education. 

At the federal level, fiscal pressures have ciu or limited the growth of 
many important financial aid programs, leaving suidenls and their par- 
ents unsure about the future. Among the hardest hit are low- and mid- 
dle-income students. Since 1980, the purchasing power of federal grants 
has steadily eroded as grant levels have failed to keep pace with tuition 
increases. Mounting costs have forced many of these students to lake oiu 
costly loans that carry heaxy repayment burdens. 

These financial pressures also affect the outlook of families as ihey 
plan to pay for college. Recent public opinion polls show thai the dream 
of sending a child to college — once so important for many parents — is 
growing more elusive every year. This is largely because families have 
increasingly shouldered more of the burden for financing higher educa- 
tion as the federal commitment has eroded. 

In addition, the complexity and paperwork of the available student 
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aid programs often undermines their worthy goals. Many students and 
parents are confused by a system with a multitude of loan and grant 
programs — each with its own complex eligibility and application 
requirements. 

Yet even as a college education appears to slip out of reach for 
some American families, the need to maintain and improve access to 
higher education grows in importance. The (>onunission realizes that 
the country cannot afford to subsidize individiuUs who drop out of 
school, who are unemployed, underemployed, or who fail to under- 
stand the basic principles of our democratic institutions and poliucal 
svstem. We must make every effort to reach all citizens and include 
everv individual as an essential part of the nation's future — or risk the 
consequences of having to support those who fall behind. 

Nationwide, higher rates of child poverty and single-parent families 
also will require a new level of commitment from government, educa- 
tion, and the private sector, (ietting a college education is an essential 
opportiuiitv for those left behind, hi short, Ameiica must be prepared 
to work with children from low- and middle-income families from their 
earlv vears through high school and postsecondary education. 

Since Februarv 1991, the nine members of this Conuiiission have 
examined many options to improve the affordability of American higher 
education. Based on our discussions, we believe that the partnership 
among governments, institiuions, and individuals in the Hnanring of 
postsecondary education is an essential concept tiiat must represent the 
foundation of fiUiu'c financing policy. Such a partnership requires each 
participant to contribute to the system's success, (iiven its historical role 
in helping to guide national policy, the federal government is in the best 
position to encoiu*age this partnership. It can do this by promoting a 
greater sens.^ of shared responsibility for financing postsecondary educa- 
tion among tlr* system's various participants. 

The most productive step the federal government can take in 
su'engthening the postsecondary education financing partnership is to 
lead bv example. We believe the federal government bears a rudimenta- 
rv responsibilit\' to lay the groimdwork for a new national compact that 
will improve the affordability of higher education Ibr all Americans. By 
leading the way in this new partnership, the federal government will 
recapture the national leadership it once held in this area. 
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To help make college affordable again, we recommend that the fol- 
lowing integrated package of policies and programs be implemented: 

Make federal student aid a reliable and comprehensible 
source of college assistance for all Americans by developing a 
new concept called the Student's Total Education Package 
(STEP), which links to a national norm the total amount of 
federal aid any full-time undergraduate college student may 
receive annually. 

(Airrently, sttidents receive varying amounts of aid based on many dif- 
ferent programs, their partictilar rules and their complex need-based for- 
mulas. This intricate system leaves many sttidents and families confused 
abotit their eligibilit}' — and intimidated by the potential cost of college. 

Under STEP, all full-time tmdergradtiate college students wotild be 
eligible to receive the same amount of federal aid — but the iype of aid 
the)' receive would vary widely depending on their own financial needs 
and the cost of attendance. 

In general, the poorest sttident would receive an aid package based 
primarih" on grants, work-sttidy, and stibsidi/ed loans. The student fnuu 
the middle-income family would receive a mix of subsidized and unstib- 
sidizcd loans, work-study, and grants. The sttident from the affiuent fam- 
ily wotild not be eligible for subsidized aid but still could receive an 
unsubsidized loan (described below). 

The federal government wotild set the vSTEP based on the weighted 
national average per-sttident expenditure at all four-year institutions. In 
ctirrent dollars the STEP would be approximately Si 4,000; this amcHint 
would be adjusted annually. Less than full-time students would receive a 
pro-rated amotmt. 

The government, higher education instittitions, and the general 
media cotild distribtite and ptiblicize this information to prosi)ective stu- 
dents, ciuting away mtich of the conltision abotu their prospects for 
receiving assistance. 

It is important to emphasize that the STEP concept reflects ihc feder- 
al commitment to sttident assistance. In many cases states and institu- 
tions will offer their own financial aid resotirces to students independent 
of the federal contribtition. 
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Remove uncertainty from the Pell Grant program by ensuring 
that all eligible students receive grants at levels authorized by 
federal law and by tying future maximum grant levels to what stu- 
dents pay for college. 

In the 1992 Higher Education Act reauthorization, both Congress 
and the President acknowledged the criucal need to increase grants for 
low- and niiddle-income suidents to meet national educadon goals. In 
that law, Congress authorized a maximum Pell Grant of $3,700 for the 
1993-94 school year. But later, imder budget pressures. Congress actually 
appropriated only enough for a $2,300 maximiuii grant — a cut of $100 
from the previous year. 

This widening gap between authorized and actual fimding of the 
Pell Grant causes uncertainty in the system and limits access to postsec- 
ondary education for needy students. Further, current actual grant levels 
represent a major erosion in the federal commitment to access, pardcu- 
larly since 1980. 

We lu-ge (k)ngress and the President to ensure that students receive 
grants at amounts fully aiuhorized by law. The federal government 
should view this grant level as an unbreakable promise that promotes 
greater opportunides for postsecondary education in our nation. 

Equally as important, we believe that fiUure maximum Pell (irant 
award levels should be set at an amoiuit equal to 7.5 percent of the 
national median cost ol* attendance (tuition, fees, room and board) at 
public four-year colleges. This would create a radonal basis for future 
maximum awards and restore the purchasing power of Pell Grants that 
has been lost in the last decade. 

To further improve access and simplify the federal aid system, we 
also recommend the following steps: 

m Consolidate the Federal Supplemental Educational Opportunity 
Grant Program (SEOG) with the Pell Grant program, providing 
that our recommendadon for removing uncertainty from the 



m Convert the Federal Perkins Loan Program to a grant program 



ment fund that could be invested and used to provide grants for 
low- and middle-income students. 



Pell program is implemented. 



by depositing all loan collections into an institutional endow- 
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Simplify the complex student loan system by offering a single 
program that makes direct loans to students and parents and pro- 
vides "user friendly" repayment options. 

The current federal loan system contains five components — all with 
different names, requirements and Hnancial limits. We are calling for a 
much more streamlined program with only three components: a subsi- 
dized student loan program (where interest does not accrue during the 
lime the slucient is in school); an unsubsidized student loan program 
(where interest accrues throughout the life of the loan); and an unsubsi- 
di/ed parent loan program. 

Students could pay back loans under two options: income-conUn- 
gent repav'ment, with payments based on a percentage of the borrower's 
income, and conventional repayment, with payments spread out at regu- 
lar intervals over a fixed number of years. Those who fall behind on con- 
ventional repayments would move automatically to an income-contin- 
gent system — thereby offering students a "second chance" to fulfill their 
obligations and, hopefully avoid default, 

Kach component program would receive capital through Treasury 
borrowing, eliminating the current system with its heavy government 
subsidies for banks and guarantee agencies. The Internal Revenue 
Service also could act as a loan servicing and collection agency for 
income-contingent loans, thereby permitting borrowers to remit pay- 
ments through regular income tax withholding. 

Create a Community Service hicentive Progi^am to promote stu- 
dent service in exchange for loan forgiveness, thereby fostering 
the dual goals of scholarship and citizenship. 

The government has a responsibility to foster a sense of community 
values and partnership among individuals, states, communities and the 
pi'ivate sector. To this end, both undergraduate and graduate suidents 
should have the option to work and serve their communities in 
exchange for financial aid benefits. 

Students cotild participate in this incentive program for up to three 
years, with 20 percent of the loan principal forgiven for every year of ser- 
vice. In limited instances, the program also could offer complete loan 
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forgiwncss for those iKM'fbrining five years of service in certain designat- 
ed "critical need" areas. In addition, students would accrue no interest 
costs during their lime ol" service. Eligible programs would be deter- 
mined bv guidelines established by the federal C'onnnission on National 
and C.ommiinity Service. 

This program also will work well in a system where income-contingent 
repavment is an option for borrowers. Under an income-contingent repay- 
ment system, borrowers choosing lower paying, public service-type Jobs 
would not be imdiily burdened by fixed student loan pavnients. since 
these payments would be based on income and not on the amoimi bor- 
rowed We believe^ this will be a powerftil incentive for borrowers to choose 
careers in teaching, law enforcement, or any of ntmierous other areas 
where the need for skilled college gradtiates is essential. Thus the 
Community Service hicentive Program would complement the public ser- 
vice incentives provided through an income<ontingent repayment option. 

Create new tax-related incentix'cs to encourage college savings and 
increase postsecondary education opportunities, such as allowing 
penalty-free witlidrawals from Individual Retirement Accounts to 
pay for college expenses and removing the income eligibility ceil- 
ing on the use of Series EE U.S. Savings Bonds for education. 

We call for allowing penalty-free withdrawals from IR^As to pav for 
higher edtication expenses, a plan similar to one proposed by Senators 
Lloyd Bentsen (D-TX) and William Roth (R-DE) m 1992. Under that 
p' oposaK qualified higher education expenses — tuition, fees, books, stip- 
plies, and equipment — cotild be paid for via early withdrawal from an 
IRA. Such fluids could pay for the college education of the taxpayer, his 
or her spouse, the taxpayer's child, or the taxpayer's grandchild. 

The Conmiission also supports expanding the tise of U.S. Savings 
Bonds for college to all family income levels, promoting increased sav- 
ings tlu'ough a national advertising campaign, and implementing Tax 
Code provisions that: 1) allow students and parents to deduct interest on 
loans used for education; 2) allow deductions for employer-provided 
educational assistance; and 3) encotu^age charitable giving of gifts of 
appreciated property to higher education institutions. 

In addition to these reconnnendations, the Commission also endors- 
es a varietv of other new ideas to improve ihe student fmancial aid sys- 
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icin and make collc^gc more affordable. Specifically, wc call on the feder- 
al government to; 

S Focus great(*r resources on graduate and professional study by 
repealing the taxation of scholarships and fellowships, offering 
graduate students greater flexibility under federal student loan 
programs, and fimding programs under Title IX of the Higher 
Education Act. 

S Kliminate fraud and abuse by strengthening accoimtability mea- 
sun^s, repairing structural problems in student aid programs and 
providing the necessary resources to implement existing 
accoimtability policies. 

M Establish a federal interagency council to coordinate student aid 
and other human resoiuTc benefus, so that government can 
reduce paperwork and promote more consistent eligibility 
requirements among programs. 

Create and distribute computer software that estimates the com- 
ponents of a student's total financial aid package, thereby 
improving the flow of information about eligibility. Students and 
their families could gain easy access io these programs through 
wide distribiuion to schools or school guidance counselors. 

M Implement the National Early Intervention Scholarship and 
Partnership Program, which was established in the 1992 Higher 
Education Amendments to provide matching funds to the states 
for creating and expanding initiatives for at-risk students. 

We also view agencies and individuals outside Washington, DC, as 
kev partners in tlu^ drive to improve opportunities in postsecondary edu- 
cation. State governments, the private sector, philanthropic organiza- 
tions, and individual colleges and universities all nuist increase their vigi- 
lance in support of higher ediu:ation and affordability. 

For their part, states should institute a collaborative accountabihty 
process with centralized planning to helj) promote the quality and 
affordability of higher education. Higher education instiuuions need to 
undertake comprehensive strategic planning as well, mindful of their 
educational mission and their diuy to control cost increases. 
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The (lominission also rccomnuMids that stales conduct (heir own 
independent studies of "high tuiuon, high aid" policies, one of the 
hottest topics in higher education fuiance, Under this concept, states 
would withdraw some of their funding for public colk^ges and instead 
focu.s on stUfU'nt aid subsidies for lower income students. If tuition 
would incrc^ase, sr\ would financial aid — possibly making college more 
affordable for needy students, 

Wc believe that a headlong rush into "high luition, high aid" as a 
national strategy would be a mistake, particularly in the current econom- 
ic climate. During the past two years, at least 10 states have raised 
tuitions but reduced student aid. Despite states' best intentions, we 
believe the potential for damaging consequenc es — such as "high luition, 
low aid" — could jeopardi/.e access to higher education. 

Whatever their decision, states should have the freedom to evalu- 
ate this issue free from federal involvement. We recommend, however, 
that all states — rc^gardless of their decision — increase their own finan- 
cial aid programs to match any increases in attendance costs. We also 
belic^ve states and institutions bc^ar a fundamental responsibility to set 
tuitions at levels that r(»flect a collc^ge's mission and the tvpe of stu- 
dent it serves. 

Elsewhere in the finance sxsteni, we believe that philanthropv 
should play an important role by continuing to support higher educa- 
tion as an important national resourc(\ We also believe that corporate 
philanthropy should expand efforts to promote access, particularly 
for low- and middle-income students. Another key plaver, the piivate 
sector, must promote postsecondary education and training that 
strengthens the nation's competitiveness and furthers democratic 
principles. 
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i\i Mi :1: 

The economic, environmenlal, and social challenges ahead will require coop- 
eraiion among all sectors orAniei*ican society— from governmeni and industry to 
individuals and Ikmilics. We need both the courage to dream and the will to 
change, 

Amid global uncertainty, the nation must stand firm behind its goal ofoller- 
ing educational opportunity to all interested and able Americans. Only by making 
college afTordable can our students succeed and our nation prosper during the 
next decade — and into the 21st century. 
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POLICY 
CONCERNS 



EDUCATION: 
THE NATIONAL CONSENSUS 

It seems that virtually everyone who has 
an interest in public policy has pointed to 
the need for greater investment In edu- 
cation, A report released in October of 
1992 by the Strengthening of America 
Commission, co-chaired by Senators 
Sam Nunn (D-GA) and Pete Domenici (R- 
NM), is indicative of this universal sup- 
port for education. The report proclaims, 
'The key component of a public Invest- 
ment strategy is investment in human 
resources. Strong schools, strong work- 
force training programs, and strong fami- 
lies are the components of a strong edu- 
cational system. ... We cannot compete 
in a global economy with a low-skilled, 
low-wage workforce. Without supportive, 
involved families, we will play constant 
catch-up with children ill-prepared to 
learn. Government, the education com- 
munity, and business must be partners in 
a long-term effort to revitalize the 
American educational system," 




mcrica lias ciUcrcd a new and challenging era. The military 
tensions and stiperpovver confrontations of the Cold War 
ha\'e (M)ded, l)iil a series of new, equally datuiung chal- 
lenges have taken their place. These new demands on the 
nation include economic rivalries witli our global neighbors, troubling 
issues in the environment, and continued concern abotit the ravaging 
effects of poverty in otir innc^r cities. As America prepares for the 21st 
ccnlur)', the need for intelligent policy and action is urgent. 

Kach of these challenges will reqtiire the United States to respond 
\'igoroiisly and decisively. As a nation, we need to marshal our available 
l esoiu'ces and promote prodtictivity, flexibility, innovadon, creativity, 
and wisdom. Abcnx' all, we must set goals and develop a national consen- 
sus to achieve them. 

Otu' proud history suggests that forging this new consensus will be a 
difficult task. Our diverse outlooks and perspectives frequently lead tis to 
conflicting ideas about how best to pursue a cotirsc for the future. We 
need only follow the debates of any major political campaign to under- 
stand the diversiiy of views offered for the years ahead. 

As we approach the year 2000, however, there is one policy concern 
that unites all Americans. While leaders may differ on the need lo invest 
in infrastructiUT, defense or health care, virtually every legitimate pro- 
posal for America's resiu'gence lists education as the foundauon of our 
lutinv strength. This view is shared by all sectors of society and by lead- 
ers of all political viewpoints, from liberal to ccmscrvative and from 
Democrat to Republican and hidependent. 

Among all other issues, educadon is the most essendal component 
of our long-term investment in the vitality of the nation. Without an 
increasingly educated citizenry, we will not upgrade the skills of our 
workforce or improve the quality of our lives in a competitive global 
economy. In the new era of economic, environmental, and social chal- 
lenges, what we learn — and how we use it — are the nation's most impor- 
tant concerns. 

America will pay an enormous price if it fails to improve its education 
system. Plainly stated, the country cannot afford to subsidize individuals 
who drop out of school, who are unemployed, underemployed, or who 
fail to understand the basic principles of otir democratic insututions and 
political system. We must make every effort to reach all citizens and 
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THE COSTS OF FAILURE 

What are the costs of not improving the 
education level of the American citi en- 
ry? Daryl Grisham, President of the 
Parker House Sausage Company in 
Chicago, made the following observation 
in testimony before the Commission: "It 
seems to me that the social costs of no 
education or miseducation may very well 
exceed the finite costs of a sound, com- 
petitive education. When prioritizing 
national resources, it may prove 2 worth- 
while exercise to really sum up the total 
dollar costs now triggered by hundreds 
of thousands of young people ensnared 
in the criminal justice system, teenage 
pregnancies, school dropouts, youth 
gangs, and urua addiction, and contrast 
this loss of talent and treasure with what 
nnight be viewed as an alternative 'pre- 
ventive rr*aintenance' approach: a solid 
education, I think we might demonstrate 
that a strategic investment in gooa odu- 
cation is a relative baiyain," 
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include every iiidiviclual as an esseniial pai l oC ihe nation's ruturc — or 
risk the consequences of having lo support those who I'all behind. 

N4uch of the discussion al)()ut the future of education in the United 
Slates has focused on (he eleineniai y and seconciary levels. While wo 
know basic needs exist from preschool to high schooK we firmly believe 
the nation nuist recogni/.e education as a continuous wet) that incorpo- 
rates all levels — Iroin preschool through graduate school. The education 
needs of a changing America will require nuich greater skills and knowl- 
edge than i:re curretuly available through 12lh grade. We must develop 
and utili/e oui* talent as a nation and make education a lifelong process, 
not one with a iMgidly-defmed bc^ginning and end, 

Americans must lecogni/e that invesimonl in postsecondary educa- 
tion — thai is, any progi am beyorici the core of essential learning laughi 
in high .school — is an important national priority. In our increasingly 
( ompeiitive world, eclucalion beyond the high school level is impeiativc, 
\hiking this investment now will ensuie thai we can meet the challenges 
of this new. complex era. Our national standard of living and qualii)' oi 
life d(»pend on this investment, even as concxM'us grow about the afford- 
at)iliiy of a college education. 

THE COST OF COLLEGE 

Paying for college represeius one of the most fimdamental 
concerns of the average AnKM'ican family. A 1991 (iallu]) 
Poll showed that 87 pei c ent of Americans believe costs are 
rising at a rate that will piU college oiu of reach for most 
people.^ This peixeplion- — that college soon will be unattainable for 
most cili/ens — is an ominous sign that threatens the basic fabric of 
American educ ation and societv, 

Wiiy such deep-seated concern? The main rea.son is that pa\'ing for 
collc^ge now ranks .second only to buying a home as the most expensive 
inveslnuMU for the average family. As tuition has increased more rapidly 
than inflation anci family income, the bin^clen of paying for college has 
become more difficult for students and their parents — and the dream of 
college more elusive for pool and middlcMncome families. 

The explanations for tlie sharp increase in college costs diu*ing 
nuich of the 1980s and early 199()s aie cc-)mplex. Every institiuion has 
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"/ remember xohen I was growing 
up '('king up a geography hook 
and reading thai the United Slates 
xuas a xuealthy nation because of all 
of the natural resources xoe haue. 
And I believed that, until a fexo 
years ago, xohen I found that the 
nations that are moving ahead eco- 
nomically more rapidly than the 
United States — nations like Japan, 
laiuHUiy and Sxveden — have virtu- 
ally no natural resources but are 
investing in their human resources. 
We must do the same, " 



Si-.NAr<m PAi i.Sr.MON (D-IL) 

Ki M \uk.s ru-.r < Ki- I HI 
( oMMlssloN'. |r\l- [h. 



faced clifTcrcMU fuianrial and iiifrasiruciurc issues, making any jrencral- 
izalions dinicult at best. Furthermore, economic and social condiuons 
have changed considerably during the past decade, with major repercus- 
sions for college cos(s. 

The primai y purpose of this (lonnnission was not to sort out the rea- 
sotis xohy college costs increase. Our central task was to explore options 
U> address th(*se cost increases and make college ailordable lor all inter- 
ested and able Americans. We have outlined such options in our 
ReconmuMidations, found in the following chapter. 

In this chapter, we explore policy concerns that have shaped our 
Reconnnendaiions and explain why college financing is on a path that 
only can widen the gulf s(^paraling disenfranchised and undereducated 
Americans from higher education. We believe there i« a crisis in the 
postsecondary education fmance system, and this crisis threatens to fun- 
damentally change the economic and social landscape of our nation. 

7'he "affbrdability" of college^ and university study has emerged as a 
matter of considerable dIsciis.sion in I'ecenl years. This is because college 
costs (tuition, ices, room, and board) have increased i'asicr than inda- 
lion, family incomes, and many other measures associated with the ability 
of familic^s and students to pay for colh^ge.^ As a result, many reports and 
studies have zeroed in on a "crisis in al'fordability" of higher education. 

Part of the problem with this issue is that analysts have placed undue 
emphasis on defining the term "allbrdable." There aie many ways to mea- 
siu'c the "affordabiliiy" of higher education, yet no two analyses ever agn^e 
on a connnon definition applicable to students and families. This has 
caused a situation in which lesearchers have spent an inordinate amount 
of time defining the problem rather than engaging in constructive dis- 
coiu'se to adch'ess the j)roblem and develop ways to avert it in the future, 

Our work was guided in part by the belief that the affordability of 
college for families and students — however it is defined — is our most 
important concern. Several factors listed below have influenced our 
analysis of the cost of college and the ability of families tx) pay. 

First, the costs of attendance facing families and students have 
increased at a substantial rate. In fact, virtually all of the available evi- 
dence suggests that the burdens of paying for college are increasing for 
all Americans, From 1980 to 1990, the averages costs of attendance (or 
*'sticker price") at all institutions rose 126 percent — more than twice the 
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rale ofiiicrease of inflation. During the same time period median family 
income (for families with the head of household aged 45-54) increased 
bv only 73 percent. Accordingly, college costs as a percentage of the 
median family income also grew to new levels. In 1980, the average cost 
of attendance (S2,701 for all institutions) represented 14 percent of 
median family income (SI 9,587). In 1990, average college costs (S(), i 17) 
represented 18 percent of median income ($34,21 8). Projected ^ost and 
family income data indicate that college costs will take up more than 20 
percent of median family income by the end of 1993.*^ 

Both public and private institutions have increased costs in recent 
years, though not at the same rate. From 1980 to 1990, attendance costs 
at public institutions rose 109 percent — or an average annual rate of 8 
percent — while at private insiitutions attendance costs increased 146 
percent, or about 10 percent annually. In the last two years, however, 
public sector costs mushroomed by 12 percent in 1991 and 10 percent 
in 1992. In comparison, private sector costs increased only 7 percent in 
1991 and again in 1992. ^ 

A fiu'ther breakdown — by type of institution — shows that college 
costs at four-vear colleges and imiversities have risen at a slightly faster 
rate than at two-year institutions. From 1980 to 1990, attendance costs at 
two-year public institiuions increased from 81,821 to S3,715, an average 
annual gain of 8 percent, while at four-year public institutions costs rose 
about 9 percent annually, from $2,198 to $4,742. At private institutions, 
two-year attendance costs rose from S3, 755 to $7,885 — almost 9 percent 
a vear — while foiu'-year attendance costs increased from $4,699 to 
$1 1,698, an 1 1 percent annual jump.-' 

(k)llege costs also have increase:! at a faster rate than many other 
consumer purchases. As ('.hart 1 shows, college costs in the last 10 years 
have risen faster than the price of cars, food, even new homes. 
C'.ombined with higher costs in other areas such as health care, this 
trend h>;^ placed even greater strains on the ability of families and stu- 
dents U) fmd enough money for college. 
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Second, siudeni financial aid has failed to keep pace with college 
costs. Looking at the past decade, Table 1 shows the costs of attending 
both public and private institutions increased nearly twee as fast as the 
total student aid available, (losts of attendance oiustripped federal stu- 
dent aid by an even larger margin — ^vith grant aid failing to increase at 
all over this time period. It appears that only institutionally-awarded aid 
(provided mainly by private instituuons) helped avert an even more seri- 
otis crisis in affordabiiity during the 1980s. 
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Another disturbing trend is that state student aid has lagged far 
behind increases in costs at public institutions during the past two years. 
In 1992, 10 states acuially iyirreased ihc cost of college while rediinng ^lu- 
dent aid/^ This "double hit" is likely to have profound effects on 
prospective students' opportunities to attend college. 

Third, many indicators show evidence that college is much more 
zn^affordable than in the past. Compared to the 197()s, for example, col- 
lege is much less affordable for most families. In the 197()s, family 
incomes increased an average of 8 percent per year, while costs of atten- 
dance increased about 6 percent a year at public instiuuions and nearly 
8 percent at private institutions,*^ During this time period, families 
enjoyed greater affordability than in recent years, when incomes have 
increased only about one half as fast as costs of attendance. 

Furthermore, comparisons with other eras also illustrate Jie prob- 
lems of the current crisis. In the 1950s, for example, the GI Bill helped 
millions of veterans attend college at a modest cost. Veterans gained 
because the average value of GI Bill benefus was so high compared to 
the cost of living during that time. In one estimate, the average annual 
GI benefit from that era would equal more ilian S8,0()0 in current dol- 
lars.^ By comparison, the maximum Pell Grant award in the 1993-94 aca- 
demic year will be $2,300, 

(Clearly then, with college costs far outrunning family incomes, sui- 
dent financial aid and other sources of support, college has become 
increasingly unaffordable for many families — particularly since the early 
1980s. Further, as the mix of student aid has changed from an emphasis 
on grants to an emphasis on loans, the burden on families and students 
has increased substantially,^ 

Fourth, the postsecondary education financing system has failed to 
encourage families to save money — in any significant way — to pay for 
college expenses. While data on the amounts of money saved for college 
arc difficult to find, the limited data available are discouraging, A 1986 
survey found that only 34 percent of all households save specifically for 
higher education expenses. Likewise, a 1989 survey of high school 
juniors who said they planned to go to college foimd that 56 percent 
had either just started or just planned to start saving for college. 
Obviously, these actions come much U)o late for most Americans to save 
meaningful amounts. 

O ] 
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(»iv(^n currcMit national savings ircnds, the situation may grow worse 
in the inimeciiatc future, experts say. In general, Americans have savcrd 
less in the past decade than they hud in previous periods, according to 
the (Council of Economic Advisers, hi 1981, for example, sa\'ings repre- 
sented 9 percent of disposable personal income. By 1991, that savings 
rate decreased to a paltrv 5 percent, or almost hah of what was saved 
only a decade earlier. Din ing this same lime pei iod, the costs of attend- 
ing colleges and imiversities more than doubled. 
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Fi fills broad social and economic trends in America are likely to exac- 
erbate the college affordabiHty crisis in the future. More than ever, poli- 
cymakers' projections of many important national issues — including col- 
lege costs — are driven by key demographic trends in oiu' nation. These 
demographic changes will help shape how we approach postsecondary 
education in the United States in the next decade. 

As many recent reports and studies have documented, the social fal> 
ric of the nation is shifting dramatically. Ultimately, significant social 
changes affect how the nation approaches its social and economic chal- 
lenges. Ck)nsider these trends: 

H hi the last decade, the nmiiber of single-parent families increased 
diamatically, from 12.5 million in 1980 to 15.5 million in 1989. 
(amisus data show that 13.7 million children are growing up in single 
female-parent families, whose median family income is S10,982.^*^ 
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''Economists forecast that CalifoT' 
nia's labor force in the 21st centu- 
ry will need to be substantially 
larger and more college-educated. 
And the health of the California 
economy and xuay of life xuill 
depend on the extent to luhich 
higher educational institutions in 
California effectively incorporate 
and educate its groxoing and 
diverse citizenry for this future, " 



MaRSIU HlRANO-N;\KANISHI, 

Director of Analvhc Sti dies, 
Caufornia State UsnTJism- Svstkm 
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The percentage of children who 1/ve in a single-parent, female- 
headed household increased from 1 1 percent in 1970 to 22 percent 
in 1989.1-^ 

H According to the National (Commission on Children, one in five chil- 
dren lives in a family whose income falls below the poverty level. This 
translates to 13 million children living in poverty, an increase of t\vo 
million in the last decade. Poverty rates among minority children are 
much higher; 44 percent of all African-American children and 36 
percent of all Hispanic children are poon^^"* Poverty is also on the 
increase in urban areas, smaller cities and rural areas. 

M Minorities will continue to make up a larger share of the U.S. popu- 
lation of the United States due to higher birth rates and immigra- 
tion. (Census data show that African-Americans and Hispanics, the 
two largest groups, now constitiue 21 percent of the total popula- 
tion. 

B The number of Americans between the ages of 24 and 49 now stands 
at 94.2 million, or about 38 percent of the total population. At the 
same time, the "traditional" college age group (ages 18 cO 24) is 26.6 
million or 11 percent of the population, its lowest point since the 
mid- 1 970s. 1^ 

S The number of people in prison and jail has increased to 760,000 
(1991), the highest number in the history of the nation. 

M The exodtis from the inner city to stirrounding stibtirbs is continu- 
ing at a high rate. In 1990, the population of subtu^bs grew by an 
average of almost 10 percent since 1980, causing enormotis changes 
for the nation's cities. 

(iiven these trends, it is not surprising that projections show a chang- 
ing social composition in the United Stales well into the next century. 
Onstis forecasts indicate that: 

1! The U,S population will continue to grow, but at a slower rate. Three 
states — Texas, California, and Florida — will account for the most 
growth. '^^^ The growth in tliese states and others will be fueled in 
large part by increases in nonwhite populations. 
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il The population will continue to age. In the 1990s the 35+ segment 
of the population will increase by 25 percent. Many of the baby 
bcom generation will retire, beginning in the first decade of the 
next century. 

S The number of 18-year-olds, still the most common single age group 
enrolling in college, will rise by the end of the decade. Though the 
18-year-old cohort has been in decline for the last few years, by the 
year 2000 the number will actually rebound to the levels of the late 
1980S.22 

B The United States will attract about two-thirds of the world's immi- 
gration. After the year 2020, immigration will become the major 
source of population growth for the U.S. Eighty-five percent of the 
new immigrants in the next two decades will come from Central and 
South America.2^ 

H By the year 2000, women, immigrants, and minorities will make up 
85 percent of all new workers. A significant gap will exist in the 
workforce between low-skilled, minimum wage jobs and high-paying 
technical and administrative positions that require at least a college 
degree. Jobs in the middle economic range will decline and a split 
will develop that divides society into "information-rich" and "infor- 
mation-poor" segments. 

Juxtaposed with these trends and projections are others showing that 
the social costs of a changing society inexorably lead to economic 
upheaval as well. These economic and social trends show that higher 
education will have to compete with other domestic programs for avail- 
able federal money. For example: 

H The growth in single-parent families and children born to single 
mothers and into poverty has increasingly taxed the nation's social 
welfare structure. The costs of Aid to Families with Dependent 
Children (AFDC), the Women, Infants and Children (WIC) pro- 
gram, and other public aid skyrocketed in the last decade from $72 
billion to $127 billion.25 

H The increases in socially disadvantaged populations — especially 
those from low-income backgrounds and recent immigrants — also 

9 J 
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^'American higher education fares an 
increasingly diverse sludenl popula- 
tion that includes higher proportions 
of minorities, adults xoith funiiy and 
work responsibilities, and students 
xoith inadequate Unwls of basic skills. 
Many belime that our xoiUingness to 
come to grips xvith this dive^^ity may 
signal our country's ability to endure 
as a world Imden " 
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have iiicreasrcl social costs. In addition to welfare cxpenditurer^, the costs 
of public housing and health care programs have increased because of 
population growth among these groups. 

Si The changing age profile of th.e na on has had several effects, such 
as an increasing biuden on the Social SeciuMty program. In the 
fiuiu'c, fewer workers will share the costs of each retiree who draws 
on the fund, while the increased need for health care will drive up 
these costs. 

H As the number of incarcerated persons has increased, so has the cost 
of maintaining prisons and building new facilities. In 1991 the 
nation spent more than S18 billion to operate state and federal pris- 
ons. Further, the average per-prisoner expenditure of $17,545 per 
vcar to house and care for prisoners is more than twice the average 
expenditure per student at a four-year ptiblic coUege/*^^* 

ffi hi 1989, the nation paid otu S14.3 billion in unemployment insurance, 
with the average tmemplo}'ed \vorker collecting benefits for 13 weeks.'^^ 

H Throughout the 1980s, the combination of decreased federal expendi- 
tures and rising costs created problems for state budgets, including 
funding for colleges and universities. Higher education now must com- 
pete with other budget areas for general fund dollars. While higher 
education once enjoyed annual funding increases, now it often hopes 
just to avoid funding cuts. In 1990, the average share of state budgets 
going to higher education was 18.3 percent, iLs lowest level ever.'^^ 

H Similarly, while the total federal budget has increased from $600 bil- 
lion in 1980 to more than SI trillion now, the percent of the budget 
going U) higher education programs has declined from about 1.3 
percent in 1981 to less than 1 percent for each of the last lOyears.-^ 

■ The status of the global economy .is ever changing. While the 
United States is the remaining superpower, its place in the interna- 
tional market is slipping because of a high deficit and a negative 
trade balance, lb regain its economic foothold, American business- 
es will have to change management and mannfacturing techniques, 
which will reqtiire retrained and better educated workers. 



These trends suggest that American higher education increasingly 
will be called upon to help the nation solve its social and economic chal- 
lenges. As the nation and the world undergo dramatic and long-overdue 
change, American higher education will play a critical role in ushering 
in a new era. (College education will rank as an essential component in 
the broader strategy* of addressing the nation's problems. 

However, these trends also point to a potentially troubling dilemma: 
As policymakers look higher education to address national needs, the 
strains caused by economic and social change likely will escalate. 
Inevitably, these problems will force governments to tackle the parallel 
problems of social change and economic stagnadon. Making sure that 
college is affordable therefore will become even more difficult — ^while 
the nation's need for educauon will be greater than ever. 

We believe two overarching problems have created this affordability 
gap: the postsecondary education finance r^'stem has failed to assure 
adequate accessibility to a postsecondary education for all interested and 
able students; and it has failed to foster a sense of shared respovsihility 
among the parties who participate in, and benefit from, postsecondary 
education. These are described in detail below. 

PROBLEMS CONCERNING ACCESSIBILITY 



and 1972, the nation's leaders codified America's commitment to equal 
ac c ess to all levels of postsecondary education. This explicit federal com- 
mitment to equal educational opportunity has become a central theme in 
national debaters on higher edueadon policy for more than two decades. 

States also have played an essendal, and in some ways, larger, role in 
this educational eqiuty process. As primary guarantors of education, 
states have offered their residents affordable tuition at a wide variety of 
public higher education insdtutions. With enrollment of nearly 80 per- 
cent of all higher education students in public institutions, affordable 
public college tuition has been an important component of the national 
goal to promote access. 




or the second half of this century, the federal government has 
made equal opportunity a primary focus of nadonal policy in 
higher education. With the passage of the Higher Edueadon 
Act in 1965 plus subsequent amendments to the Act in 1968 



THE UNIQUE AMERICAN SYSTEM 

The history of postsecondary educa- 
tion financing in the United States is 
unlike that of most other nations. We 
have always relied on families (this 
means both individual students and/or 
their parents) as the first source of sup- 
port for postsecondary education. In 
fact, families have paid from 40 percent 
to 60 percent of the costs of postsec- 
ondary education for most of the past 
three decades in the United Sta+es. In 
recent years this has accounted for 
about $60 billion per year in the total rev- 
enues of higher education institutions. 

Most other industrialized nations of 
the world look first to the national gov- 
ernment as the primary or first source of 
support. However, this is beginning to 
change. Countries such as Australia are 
moving toward systems which rely more 
on student or family contributions as a 
major portion of the total postsecondary 
education financing process. 

More importantly, the U.S. still leads 
the world in emphasizing access to high- 
er education as a fundamental national 
goal. While funding for higher education 
in other nations may be higher on a per- 
student basis, no other nation comes 
close to making postsecondary educa- 
tion a possibility for such a broad range 
of citizens. 



Similarly, private institutions also have made major contributions to 
access, primarily through investment in institutional aid. Private institu- 
tions have invested iieavily in need-based student aid, particularly in the 
last decade as resources from the federal government and other sources 
have declined. 

At the national level, government has supported educational equity 
throit^h a variety of initiatives, particularly federal student aid programs. 
Since its Hrst year of operation in 1973, the Pell Grant program has pro- 
vided more than 45 million grants totalling $50 billion. The even larg- 
er Federal Family Education Loan (formerly Guaranteed Suident Loan) 
program has made more than (50 million loans totalling in excess of 
5125 billion since its inception in 1965. This program has loaned more 
than SlOO billion of this total since 1980.^^- 

Because of this national commitment io access, millions of low- and 
middle-income students attended postsecondary education who other- 
wise would not have had the opportunity' to do so. 

However, despite this large investment of resources in access to post- 
secondary education, many aspects of the current financing system have 
failed to assiu'e the equitable treatment of all interested and able 
prospective students. The most important of these failings is that socio- 
economic stauis is still a key barrier to access to higher education. As 
Ghart 3 shows, students with high ability but low or middle socio- 
economic status are considerably less likely to attend college than stu- 
dents with similar abilities but a higher family income. Lower-ability stu- 
dents from afiluent families arc almost twice as likely to go to college as 
similar students from families of low or middle socioeconomic status. 

Nevertheless, the ciu rent system has increased participation in other 
important ways. It certainly has contributed to the increased attendance 
of women, who now constitute more than one half of total higher educa- 
tion enrollments. By comparison, women represented less than 40 per- 
cent of suidents during the 1960s and early 1970s.'^'^ In addition, the sys- 
tem has had some effect on the participation of students — especially 
females — who attend school part time, contributing to the significant 
growth in enrollments at two-year institunons. 

But the evidence of the past several years shows only limited success 
in increasing the participation of low-income and socially disadvantaged 
persons in higher education. In fact, the enrollment of financially disad- 
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vaniaged and ininority students in higher education has not increased 
si/ably for more than a decade. These facts are alarming because feder- 
al, state and institutional aid programs have awarded more than ^5200 
billion to needy students just since UIHO/^"^ 

(Certainly these findings do not point to an overall failure of the 
higher education finance system. Without need-based student assistance 
and reasonable tuition levels (particularly at many state institutions), 
participation of low-income and disadvantaged students would have 
declined even more dramatically. But the lack of meaningful progress in 
this area concerns the (Commission. This breakdown of the system has 
occurred because of several factors: 

@ 
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Federal grants to students have not increased at a rate 
that reiiects family needs pnd the rising costs of college. 

Vhc Pell (Irani proi^i am, considered die "dooi oC (iiiaiicial suppoi l 
lor needy students when it was created in 1972, now stands as a weak- 
ened and limited piogram (or many students. Tlieic are two ccniial rea- 
sons for this program's imforiiinale malais(\ First, the increased demand 
foi' grant assistance hv college students dihued the e((ec|iveness ol' the* 
program and I'esiricled eligihility. For instance, hetween \\)H{) and 1990, 
the niunbei* of" Pell (hant applic ants jumped (Voni *1.(S million to ().r) mil- 
lion, or about ,^5 pei-cenl over the l()-yeai period. '^-^ Because of growing 
demand for this non-entitlement pi'ogiam, (he g()\crmnent then tight- 
ened the defniition of grant c*ligil)ilitv. Not surprisingh, as demand for 
grants increased, the average (amih income of students who received 
Pell (irants plummeted shaiph. Between lUSO and 19<S9, median familv 
income for Pcdl ivcipients declined in leal terms by -^0 peicent. from 
S12,419 to SH,()7*}. Oidy () peicenl of all Pell (irant recipients c ame from 
families with incomes above S!M), ()()(). More than one-ciuai ter of all per- 
sons who applied for a Pell (irant nevtM' ixv'eiv(*d anv fimds at all.'^^' 

A meteoric lise ii: Pell dollars going to students at propiietarN" insti- 
tutions poscul an even greater problem for sludenls in oihei* sectoi s of 
education. Students at proprielarv schools recei\"ed about Pi percent of 
all Pell (irani fimds in 19(S(), or aboiU 5275 million. By the end of the 
decade, h()\\'(*ver, the proprietarv school share of Pell funds jumped to 
2S percent, or aboiU SI. 1 billion.*^' 

hi effect, neai'lv all of the increased Pell (irant funds in the 19H()s 
were awai'ded to students at proprielar\ institutions. StucU/nts attCMiding 
prix'ate colleges and iniiversilies saw theii' share of Pcdl (irant dollars 
deciease from 29 pcMceut in I9S() to aboiU 20 percent in 1990.-^^ - 

This incapacitv of the svstem to meet the demand for aid bv college stu- 
dents also IchI to the second majoi' shortcoming of the piogi am: the failui'e 
of grant funding to keep pace with tuition hikes. Between I9(S0 and 1990, 
the maximum Pell Ciranl award increased only S()5(), from 31,750 to S2,4(K) 
(or about percent). During this same period, the average* cost of atten- 
dance rose by 101 percent at public institutions (from S2,.S7.S to S4,7()4) 
and 13(S perc(*nt at private institutions (hom 55,470 to 512,997).'^-^ Sadly, 
the maximum gi ant award actually will decrea^* in 199!V94 to 52,!^00. 
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Iroiiirally, de'spiie these fuiiding shortfalls, the* maxiinum aulhomed 
Pell (iranl award steadily increased in the past decade, from $2,300 in 
I987-8S to %'^M){) in 1991-92. hi fact, c\ =• 'injr ihe 1992 Hijrher Fxlucalion 
Act reauthorization, (]onf^ress again increased the maxiinuni award — to 
$3,700 in 1993-94 and $4,500 by the 1997-98 year. So fai, actual funding 
has not kept pace with these incicased authorization U^vels, leaving a 
growing gap betwcHMi what the law provides and annual appropriations. 

It is increasingly apparent that authorized grant le\'c^ls bear little rela- 
tionship to the actual anu)unts students l eceive or to the costs that they 
actually nuist pay. This hollow promise in the face of escalating costs rep- 
resents a major step backward in attempts to improve access to poslsec- 
ondai y education. 

Students and their families have only limited knowledge 
of college costs and the availability of financial aid. 

One of the most important luu'dles in the current system is that stti- 
(lems lack basic inforinalion about what college costs and how nuich aid 
is available from various sources. Foi* example, in a 1988 (iallu}) Foil of 
students ages 13 to 21, students greatly overestimated the costs of atten- 
dance at colleges and luiiversities. According to the stu vey, studiMit 
respondents believed teition and fees at a public instittuion totalled 
SO, 841 when they actually were Sl,r)0(); likewise, they guessed that aver- 
age tuition and fee^ t a private institution was $10,843 when thev actual- 
ly were cmly $7,693. I<* 

In this same survey, nearly one half of the respondents who had 
graduated from high school biU did not attend college agreed with the 
statement "ihiancial aid is only given to students whose parents cannot 
alTord to pay for schooling". Yet about one half of all aid goes to stu- 
dents who are Financially independent of their parents and that signifi- 
cant aid in the form of loans is available to a broad range of students 
and families. 

This misunderstanding about the financing system exists even 
among those jtist about to enter college. A 1989 sur\'ey of high school 
seniors in Indiana found that only 50 percent coiUd identify or 
describe four of six fuiancial aid programs (such as Fell Grants, federal 
student loans, work-stuciy, or college scholarships). The same study 
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found that nearly 70 percent of seniors, and 50 percent, of their par- 
ents, could not accurately distinguish between low, moderate, and high 
cost institutions.*^^ 

Students and parents are confused and intimidated by 
the large number of financial aid programs and their 
policies and procedures. 

The current system of financing postsecondary education has 
become a confusing array of programs, participants, and procedures in 
which it is difficult to keep track of all the players without a scorc card. 
This multi-layered system is more than just an annoyance for those who 
apply for or receive student aid. Increasingly, experts view the complexi- 
ty of the system as an important barrier to access to higher education. 

The result is that students are confused both about the source of 
funds they receive and, in the case of loans, their obligations for repay- 
ment. For these students, complicated and onerous application proce- 
dures pose real barriers to access, especially at the federal level. 
Likewise, parents and guidance counselors also have become confused 
by the frequent name changes and number of aid programs. 

The Higher Education Act now contains 15 Titles, with topics ranging 
from student financial aid to educational excellence and Indian higher 
education programs. Tide IV of the Act, which houses most student aid 
funds, contains four "main" loan programs, three "main" grant programs 
plus the Federal College Work-Study Program, die Federal TRIO programs, 
the National Early Intervention Scholarship and Partnership Program, the 
Federal Direct Loan Demonsti'ation Program, and numerous otJiers. 

Not only has the number and type of programs mushroomed — bm the 
program nai^ies have changed, sometimes more than once. The Federal 
Family Educiuit \^ Loai^ Program is the latest name for the group of pro- 
grams formerly referred to as "guaranteed student loans" under Title IV. 
But the Guaranteed Student Loan Program was the name originally given 
to the first federal student loan program authorized by the Higher 
Educadon Act in 1965. The original program is now a subsidiary, but 
sdll the largest, of the overall loan program, though it is now called the 
Federal Stafford Student Loan Program. From 1986 to 1992 this program 
had die slighdy simpler name of die Stiifford Student Loan Program. 
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La\vmak(M*s have repeated this pattern with many other federal aid 
programs. The Federal Pell Grant Program was formerly called the Basic 
Kdncalional Opportunity (irant Program, and ilie Federal Supplemental 
Loans for Students Program is the successor to a program known as 
Auxiliary Loans to Assist Students (ALAS). 

Al the same time, other federal agencic^s also sponsor a variety of 
programs that offer fmancial aid lo students. These include veterans' 
education programs, health professions programs under the 
Department of Health and Iliunan Services, and National Science 
Foundation Fellowships, to name l)iit a few. 

Other players in the fuiancing apparatus add to the complexity of 
the loan process. Numerous secondary agencies and loan servicing com- 
panies — from Sallic Mae to private, public and state-level secondary mar- 
kets — provide liquidity to lenders by purchasing student loans. While 
this helps the system by making more capital available, it often confuses 
students. When their loans are sold, perhaps several times, students face 
the same kind of problems as homeowners whose mortgage loans are 
sold in the secondary market. 

At-risk youth and their parents fail to receive useful, 
early information to plan for postseccndary education, 

(A)mbined with limited academic and social support, a lack of basic 
information contributes to the inadequate access of at-risk students to 
postsecondary education. Studies have shown that elementary and sec- 
ondary students and their parents are woefully underinformcd about 
the costs of college, the availability of student aid, the job market, or the 
economic gains of college attendance. For example, a study conducted 
in Illinois in the 1980s foimd that parents of eighth graders are fre- 
quently iniaware of basic information about college. The study found 
that only 28 percent had ever heard of Pell Grants, and more than one 
half could not even estimate the costs of college at all. In addition, find- 
ings show that parents from lower income and inner-city commimities in 
Ohicago were evm less knowledgeable.^'^ 

Research also suggests that while student aid is critical to access to high- 
er education, other non-financial factors are equally important. 
Information about academic preparation and progress, as well as appropri- 
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''The tools mul resources available to 
coiuiselors are obsolete and of very lit- 
tle value to these fnofessionals as they 
attempt to prepare appropriate infor- 
mation needed Iry today's students to 
explore a full range of educational 
and career options demcnided by 
America's post-industrial economy. 
Students and parents alike need acces- 
sible to them accurate, detailed, and 
contemporary informatio)i regarding 
the job market a)id financial aid 
resources and procedures, " 
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ate social support and guidance, are essential for inipnmng the prospects 
of postsecondary education access for at-risk students. An Education 
Department surve\- of eighth graders found that while iwo-thirds planned 
to earn a bachelor's or ad\'anced degree, only about one-third had plans to 
enroll in a college preparatory program in high school.'^-^ 

The 1992 Higher Education Act reauthorization took important and 
much-needed steps to address aspects of this problem. In particular, 
(Congress created or expanded sevei'al programs to extend the reach of 
early awareness and outreach efforts and target at-risk populations. 
These include a computerized database of inTormation that would be 
accessible through schools and libraries, a new Presidential Access 
Scholarship Program for low-income students who excel academically in 
high school, and a new National Early Intervention Scholarship and 
Partnership Program tliat links participation in early intervention pro- 
grams with guarantees of supplemental financial aid. 

Even with these important improvements, America still needs to do 
more, ('urrent programs still do not provide broad access to technologx' 
and computer software that describes the benefits of postsecondary ed\i- 
cation, the need for academic preparation, and the availability of aid 
programs that may assist in paving for college. Eurthermore, current 
programs do not go far enough to involve parents as an important — per- 
haps the most important — participant in this process. Policymakers will 
need to address these and other issues in order to fully extend the reach 
of early intervention as a vital component in the process of increasing 
educational opportunity. 

Despite gains at two-year colleges, low- and middle-income stu- 
dents do not have adequate access to the baccalaureate degree. 

In recent years the prospec ts of attending an institution that offers a 
bachelor's degree has declined for many students from low-income, mid- 
dle-income, and minority backgroimds. For example, between 1972 and 
1989 communitv colleges experienced the largest increase in enroll- 
ments in higher education. These institutions, which serve th(* largest 
number and percentage of disadvantaged students, saw their total share 
of higher education enrollment increase from 27 percent to 38 percent 
during this period. ^^"^ 
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Low-income and i \inority students have their strongest representa- 
tion in the propria; a. / sector of postsecondary i-lucation. African- 
American and Hispai iC iidents represent 35 percent of the proprietary 
school poptilation, a\i ' rjore than 75 percent of all proprietary students 
come from families witli incomes less than $25,000 a year. "^^^ 

In addition, minority sttidcnts tend to enroll in much greater num- 
bers al lower-cosi public and two-year institutions. Minority students 
make up 23 percent of the sttident body at two-year institutions but only 
16 percent at four-year institutions. "^^^ 

Education experts also are alarmed by the low rate of transfer or 
"articulation" between two-year and four-year institutions. While 
research on this topic is controversial, most evidence shows that no more 
than 25 percent of all commiuiity college students ever graduate from a 
four-year institution.'^'^ Without significant access to a baccalaureate 
degree, students face lower opportunities for higher economic stan- 
dards and quality of life. 

Student aid programs lack sufficient coordination v/ith other 
federal human resource programs, such as Food Stamps and 
Aid to Families with Dependent Children, 

The failure to coordinate programs across or within agencies is a 
serious problem in the structure of federal human resource policy. The 
independence and isolation of these programs also pose a significant 
barrier to access for students who receive more than one form of federal 
assistance. 

\n recent years, complaints have increased about the lack of coordi- 
nation and cooperation among programs ranging from student aid to 
AFDC., Food Stamps, vocational rehabilitation and others. Eligibility 
requirements differ widely, as do delivery systems. Many experts have 
foimd coordination lacking even among policies and staff with' n a single 
program. 

The Food Stamp program offers one of the most prominent exam- 
ples of the breakdown between student aid and other federal human 
resource programs. Applicants who want to piu'sue a postsecondary edu- 
cation face at least three additional hurdles before receiving student aid. 
In addition to the Food Stamp needs test, they also must meet other eli- 
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"/ was receiving Food Stamps and 
(hey anisidcml [student loan fioids] 
as pari of my iiiconie. fSo] I xoent 
from $312 a mo)i(h in Food Stamps 
to nothing, I had to use a lot of the 
loan money just to provide food for 
my family. " 
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gibilily criteria — including a rcquircnicnl that ihcy work at least 20 
hours per week or participate in a government-sponsored wK)rk-stiidy 
])rograni. To qualify, they also cannot deduct from their income any 
money spent on tuition, books, or other college expenses. Lastly, stii- 
dents who receive federal sttident aid may have to count this assistance 
as ''income" under the F'ood Stamp program. In some documented 
eases, students have lost their eligibility for Food Stamps becatise they 
received a federal student loan — hardly a worthwhile tradeoff. These 
factors can obviously serve as major impediments to access for students 
seeking a postsecondary education. 

In many instances, applicants also must file multiple forms and 
undergo a completely separate process to determine eligibility for stu- 
dent aid and other federal human resource programs. Ironically, this 
lack of cross-agency coordination and consistency is in many cases avoid- 
able. For example, a 1989 stud\ found that 92 percent of AFDC recipi- 
ents who also received student aid were eligible for a maxinumi Pell 
Orant.*^^ Given that level of conformity, the existence of separate systems 
of eligibility needs to be examined. 



The methods used to determine "need" and deliver student 
aid can contribute to access problems for low- and middle- 
income students. 



One of the perplexing aspects of the existing system is that needy 
students nuist go through complex and confusing procedures to prove 
their eligibility for aid. In many cases, low- and middle-income students 
must pay a fee to have their applications processed and delivered to 
institutions. In essence, they must pay to prove that they are needy. This 
policy is another barrier to access in a postsecondary '-ducation access. 

Fortunately, the hues and cries to simplify need anah'sis and delivery 
helped bring about important gains during the 1992 reauthorization of 
the Higher Education Act. These hopeful developments inchided a 
newly-redesigned application form for federal student assistance, a 
reduc tion of fees paid by applicants, the developnKMit of a single need 
analysis formula, and the establishment of standardized forms for feder- 
ally guaranteed student loan programs. 

Despite these important steps toward simplification, complexity will 
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"7b benefit from these programs 
requires considerable effort y from com- 
pleling intimidalinp; forms to 
researching possible scholarships. 
These procedures could discourage 
those not having the capacity to ful- 
fill the requirements, " 
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continue in many areas of studeni aid. For example, elementary and sec- 
ondary students and their parents still have trouble obtaining accurate 
information on the costs of college and their potential eligibility for stu- 
dent aid. They also have only limited access to national information 
about college academic requirements, preparatory courses, and other 
essential facts needed to plan accurately for college. None of this infor- 
mation is readily a\'ailable from any central source, such as a software 
program that could be disti ibuted to schools and guidance counselors — 
and then to families. 

The current system was designed primarily for tradition- 
al college-age students and continues to face difficulties 
meeting the lifelong learning needs of adult, part-time, 
and other "non-traditional" students. 

A recent report from the American (Council on Education says more 
than two-thirds of all undergraduate students in American higher educa- 
tion are "non-traditionaP' — defined as students older than the age of 22, 
fmancially independent, or attending college on a less than full-time 
basis.'*'^ U.S. (amisus Bureau data show that in 1990 almost 45 percent of 
all college students were 25 years of age or older; only two decades earli- 
er, that figure was less than 30 percent.^^^^ 

While the number and percentage of adult, financially independent 
citizens attending college is a hopeful sign about the impoi'tance of life- 
long learning, this trend has created problems for the financing system. 
The main reason is that the framework of the student aid system and the 
process for determining need was designed in the 1950s, based on the 
model of the financialh' dependent, 17- or 18-year-old entering college 
full time in the fall following high school graduation. In today's college 
financing en\'ironment, it is becoming increasingly apparent that the 
needs of both traditional and non-traditional students must be consid- 
ered with equal v;eight. 

(x)nteniporary college students face expenses i./at are largely out of 
the purview of current student aid programs: regional disparities in the 
cost of living, child care expenses, and other items. As a result, student 
aid piograms can be insensitive to the real costs non-traditional students 
face. For instance, the average national cost of day care for one child is 
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nearly $300 a month. This equals about 24 percent of the average 
monthly income for families with total annual income below $15,000 a 
year.'^^ This kind of expense is often a major hurdle for adult students 
w^ho arc looking to improve their economic and social prospects 
through higher education. 

PROBLEMS CONCERNING RESPONSIBILITY 

oncerns about the affordabilit)' of college have given rise 
to the question: Who pays what share of the "burden" of 
college financing? The responsibilities for financing post- 
secondary education have undergone a variety of changes 
during the last four decades. These shifting roles have had an important 
effect on how suidents and their families pay for college and the role 
governments and others play in the financing process. 

While the biu'dens of paying for college may have changed througli- 
out the years, the main partners in this effort have not. Families and stu- 
dents, the federal government, state and local governments, and philan- 
thropy (including the insliuuions) together have borne the primary 
responsibility for financing higher educadon.-^'^ These sotirces are likely 
to continue to provide most of the support in the ftutire. 

Data on the shifting burdens of paying for college show the federal 
government's share of the total financing burden has decreased dramat- 
ically since 1950, from 46 percent to 1 1 percent. As Table 2 shows, the 
federal government clearly bears a lower pf)rtion of the financing bur- 
den than it has in the past. The federal share fell to abotu 16 percent in 
1960, fiuctuated for several years, and then dropped to about 1 1 percent 
for most of the past decade. -^^^ 

The federal share of the financing btuxlen at ptiblic institufions has 
mirrored the government's overall share of the financing burden, with a 
steady decline since the 1960s, a brief increase in the 1970s, and a con- 
tinuing decline in the 1980s. The federal share of total revenues for pri- 
vate instittuions has also declined, particularly since 1980. 

During the past three decades, state and local governments have 
borne a larger overall responsibility for financing postsecondary educa- 
tion than the federal government. State and local shares have grown 
from 14 percent in 19.50 to almost 20 percent throughotU the H)60s and 
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peaked at 25 percent in 1975. Since then, the state and local share has 
dropped slightly, to about 23 percent in 1990/''^ 

Virtually all slate and local aid has focused on public institutions. State 
and local governments had a 31 percent share of the financing responsi- 
bilities for public institutions in 1990, compared to only about 5 percent 
for private instiuitions. However, contributions from state and local gov- 
ernments to public insdtudons have declined modestly since peaking in 
1975. while their support for private education has increased. '^^^ 
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Changing Percentage of Financing Burden f o r 
Postsecondary Education, 1 9 5 0 To 199 0 
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Historically, the U.S. system of higher education always has placed 
the primary financial responsibility with the family — a policy virtually 
unique in the world. Not surprisingly, the share of the Tmancial burden 
borne by the family has changed inversely to the federal role: As the gov- 
'.'rnnient's share has decreased, the family's burden has increased. In 
1950, the family contributed about 31 pcM'cent of* the costs of paying for 
college. This share increased to 56 percent in 1965 hut dropped in the 
]97()s to 39 percent as the government's share increased. rhereafu*n the 
familv percentage again began to climb — from 43 percent in the early 
198()s to 49 percent at the decade's end.''^^ 

Within the family, the shares paid by student and parent also have 
shifted dramatically. I'he parental burden remained high throughout 
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"/n //i)? vaiious positions related to 
student finandal aid delivery, it 
has been dear thai the uncertainty 
about responsibility to pay for post- 
secondary education has directly 
diminished access for needy stu- 
dents. The constantly shifting mes- 
sages as to fedmdy state, parmt, or 
student responsibility leads stu- 
dents to beliex)e that college is not a 
certainty if they have limited 
means. " 
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the 1960s and the early 1970s at almost three-fourths of the total family 
share. By the iTiid-1970s parent and student responsibility began to even 
out, approaching parity by 1980, Since lliat ume, however, the parental 
binxlen once again has increased, so that by 1990 parents shouldered 
nearly two-thirds of the family's financial responsibility. 

Philanthropy has not dramatically increased or decreased its overall 
share of higher education support since 1950, though it is considerably 
lower than dining the pre-World War II era. But philanthropic support 
for public institutions has doubled s,ace 1950, reflecdng the increased 
diversification of i*evcnue soinces public institutions have sought — espe- 
cially in the last decade/'^^ 

The failure of the financing system to ensure equitably shared 
responsibility among the major players in this process represents one of 
the most significant shortcomings of existing policy. By failing to ensure 
responsibility, the system has not adequately protected the integrity of 
the system and the investment of taxpayer resources. In turn, this prac- 
tice has limited the system's capacity to convincingly meet the nation's 
social, environmental, or economic needs. 

The system's failure to promote shared responsibility for financing 
postsecoiKlary education is best reflected in these developments: 

More students than ever before are defaulting on their 
loans, risking the integrity of federal loan programs and 
raising concerns about fraud and abuse. 

In 1991, at least one million borrowers defaulted on more than $3 
billion in federally guaranteed student loans, As C.hart 4 demonstrates, 
this figure represents the highest level of defaults ever recorded. The 
chart also illustrates the unabated increase in defaults during the past 
decade. Defaults currently account for approximately one half of the 
total federal expenditures for the program. 

The cumulative default rate, a ratio comparing the total amount of 
loans ever defaulted to the total amount ever borrowed, has increased 
from 12 percent in the late 197()s and early 1980s to more than 15 per- 
cent in the early 1990s, -^^-^ The alarming number of defaults during the 
past five years accounts for much of this rate increase. 

The reasons why students default on their loans are complex. 
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Annual Dollars Defaulted a Federally Guaranteed 
Student Loan Programs 
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(Contrary to the myth of "dcadbeats" unwilling to repay their loans, the 
vast majoritv' of defaulters are those who are unable to repay their loans, 
The research also suggests that the strongest indicators of default 
include dropping out of school and attending a non-collegiate institu- 
tion. When they drop out of a postsecondary institution before earning 
a degree or credendal, students often realize only limited earnings gains 
from their education. For example, individuals with a baccalaureate 
degree earn 65 percent more a month than those who attend a postsec- 
ondary school but receive no credential. In fact, those who attend col- 
lege but do not receive a credential earn only 15 percent more per 
month than those with a high school diploma.^^^ 

Research on the causes of student loan defaults also shows that stu- 
dents from low-income families defau'c at disproportionately higher 
rat(^ than others. Therefore, as low-income students have increased 
their borrowing, defaults have continued to escalate. 



ERLC 



BEST MULE 



26 



Students who attend proprietary institutions (most of which are non- 
degree granting) default at the highest rate among all who enroll in 
postsecondary education. They also default at a rate disproportionate to 
their share of borrowing. In a U.S. Department of Education study of 
borrowers who entered repayment in 1986, 48 percent of those who 
attended proprietary schools defaulted by the end of 1989. That year, 
about 30 percent of all federal student loan dollars went to students 
attending proprietary schools. By comparison, about 12 percent of stu- 
dents at four-year colleges and universities were in default, even though 
they received about 65 percent of the loans awarded.^^ 

In a surprising twist, the research also indicates that a high loan bal- 
ance or debt burden is actually inversely related to the likelihood of 
default. In effect, students with the lowest debts default at the highest 
rates. This trend occurs because these students dropped out of school 
early in an undergraduate program or attended a short-term program 
lasting less than one year. 

Current government programs do not adequately address the 
importance of service to the community and the responsibilities 
of citizenship. 

The issue of community service has emerged as a rallying point for 
those seeking to make changes in the nation's education system. In 
many cases, the discussion has focused on how to help recipients of gov- 
ernment aid "give back" time and effort to fellow taxpayers — and to the 
nation. WhWe these discussions are important in reinforcing the private 
and public benefits of postsecondary education, they detract from the 
uniqtie benefit of communit)' service: the personal and social value that 
it instillst. Regreuably, mtich of the discussion about commtmity service 
has dwelled instead either on mandatory community service — such as 
military conscription — or what government aid recipients "owe" 
America for receiving taxpayer support. This approach to community 
service and mutual responsibility has tended to put a pejorative tinge on 
discussions linking postsecondary financing to service efforts. 

The thousands of success stories gained through local and statewide 
programs of community service reinforce the view that the social and 
economic benefits of encouraging service are enormous. Programs such 
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CITY YEAR 

One of the frequently cited models of 
community service is the "City Year" pro- 
gram in Boston. This program, which 
was begun in 1988 by two Harvard Lav\/ 
School students, features a diverse "vol- 
unteer" population whose ages range 
from 17-22. Volunteers come from differ- 
ent parts of the city and surrounding 
suburbs and varied ethnic and social 
backgrounds. Some of them are just out 
of high school, while others have taken a 
year off from school or are dropouts who 
are looking to go back to school and 
become involved in the community. 

In exchange for a weekly stipend of 
$100 and a $5,000 scholarship at the 
end of their term, members of the "City 
Year" program perform services that 
range from helping out at homeless shel- 
ters to working in nursing homes, from 
fixing up playgrounds and parks to help- 
ing teachers — answering any needs in 
the community that had previously gone 
unanswered. 

One of the remarkable aspects about 
"City Year" is that it is funded through 
the cooperative effort of members of the 
private sector. In what co-director Alan 
Khazei calls an "entrepreneurial public 
service venture," corporations, founda- 
tions ^nd individuals in Boston have 
joined together to provide funding as 
well as in-kind services such as office 
space, legal advice, and tools 

The program has fostered a sense of 
citizenship not only among its volunteers 
but among the private sector and the 
community as well. The volunteers feel 
that they are making a difference and 
many of them do go on to higher educa- 
tion. The community receives much 
needed help and the direct involvement 
of the private sector is. in Khazei's 
words, "an opportunity to have a direct 
impact on young people and the com- 
munity at large." 



as ('iiy Year in Boston^ hailed as a model program for encouraging 
young people to perform community service for a single year in 
exchange lor scholarship assistance, are flourishing nationwide. These 
programs have underscored the value that service offers both to society 
and individuals, 

The most positive discussions linking community service to postsec- 
ondary education financing have concentrated on loan forgiveness. In 
fact, programs that allow loan forgiveness do exist in limited instances 
imder current law. For example, the Federal Perkins Loan Program 
defines several areas in which students can perform service in exchange 
for loan forgiveness. 

Wliile these provisions give rise to the hope that community service 
and student assistance programs are compatible, they also present some 
problems. For example, the definition of eligible programs and areas of 
service is so precise that few students can take advantage of these features. 
In addition, comnumity service options are promoted modestly, thereby 
providing few incentives for students to choose service as a Nnable alterna- 
ti\e. These problems are some of the reasons why fewer than 2 percent of 
Perkins bor rowers have used the program's loan forgiveness options. 

The financing system does not provide adequate assurance that 
students who gain access to a postsecondary education receive a 
quality educational product, 

"Access to what?" is a frequent refrain in the educational establish- 
ment as concerns grow about how to assure quality at the nation's post- 
secondary institutions. The question arises because access to failure — or 
a program thai does not improve a student's quality of life or economic 
well-being — can be a cruel hoax on those who choose higher education 
as a path to life success. 

To this point, the higher education finance system has exerted only 
a limited influence on the effectiveness of postsecondary institutions. 
From tlie high levels of loan defaults to the failure of the system to influ- 
ence the lime it takes to earn a degree, the financing system has only 
limited cfFecls on student outcomes. These limitations reinforce the 
\ iews of those who question the "access only" approach to federal stu- 
dent assistance policy. 
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This is not to sa\" that ihc system has not lakcMi steps to adchess these 
concerns. For example, the creation in 1990 of* default rate "ciitofTs" as a 
condition of institutional eliji,ibility (or sludcMit aid programs — and their 
further refinement in the 1992 Higher Education Amendments — was 
motivated bv a desire to eliminate institiuions IVom financial aid pro- 
grams if thev have a high percentage of defaulters among their fornier 
students. Cicnerally, the law ciUs off institiuions from student aid pro- 
grams if their loan defaults rise above a certain percentage (35 percent 
in 1992 and 30 percent in 1993). 

hi the 1992 amendnienis, Congress instituted important changes in 
the system of institiuional eligibility — the so-called "triad" of federal gov- 
ernment, state, and accrediting agency oversight. The most important of 
these strengthened the role states play in the institiuional eligibilit)' 
process. As entities with extensive experience in and proximity to issues 
in education deliwrv, states are uniquely positioned to review and assess 
institutional conformity with the law. This new svsteni will hopefully 
show dramatic impnnements compared vdth the old system, wherc^ few 
institutions lost their eligibilitv for federal student assistance monies. 

However, even this greatly improved system will likely face significant 
hurdles in the future. The federal government has vet to provide liinds 
for the Stale Postsecondary Re\iew Program, aiithori/.ed in the 1992 
amendments to help states conduct their review of institutions. Also, the 
process of direct federal ()\ersight — which includes federal gcnernment 
auditors and program review specialists — has faced a woeful lack of 
stafTnig in recent wars. The institutional eligibility and certification 
process also lacks status within the Education Department, further con- 
tribiuing to this problem. 

Employers and businesses need more incentives to partici- 
pate in postsecondary education financing. 

As one of the principal beneficiaries of training provided by postsee- 
ondarv educational institutions, American business has a major interest 
in financing postsecondary education and training. The importance of 
postsec()ndar\' job training to business and industry is clear. It is no coin- 
cidence that American corporations spend aV^out S30 billion per year on 
training progranis — or about 1 percent to 2 percent of average payroll 
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expenses/^- In most of this irainiiifi;, workers gain the skills they need to 
masicM' their current Job or learn new technologies, 

Des])iie this S'M) billion annual btisiness investment, postsccondary 
education institutions receive only about %i) billion of this anionnt — or 
less ihan 20 percent. ^^'^ This flndinj^ suggests a significant gap between 
what American business thinks it needs and what it believes higher edu- 
cation institiuions can do lo train its workers, 

American business does luiderstand the value of postsccondary edu- 
cation — though government tax policy often does not. According to a 
survev conducted by the U,S. (Mianiber of C.ommerce, 69 percent of 
companies provide some type of reimbiusement to employees for 
tuition and other educational expenses. ^^"^ Even so, every year higher 
education and the business conunimit)' must fight to preserve the tax 
deductibility oi" employer-paid educational assistance imder Section 127 
of the lax (^ode. 

The postsccondary financing system does not do enough to 
highlight the importance of graduate and professional edu- 
cation to the future of the nation in the competitive eco- 
nomic marketplace. 

Despite the great emphasis in recent years on the need to increase 
skills training ai the undergraduate level, gradtuuc and professional edu- 
cation has received far less attention from policymakers. One important 
leason mav be that American graduate and piofessional education is 
recoirni/cd as the luichallenged leader in the world; the niunber and 
proportion of foreign sttidents attending graduate and professional pro- 
grams in the United States is a strong indicator of the esteem in which 
these programs are held in other nations. 

L'nforttmateh; a faihuT to focus on graduate education in the short 
term coiUd lead to a severe drcjp in otir economic competitiveness 
because gradtiate schools serve two critical functions. First, they teach 
specialized, advanced skills that push the botmdaries of innovation, 
Cxraduate and professional schools are lal^oratories for new technolog)' 
and creative thought, which in turn leads to increased economic com- 
petitiveness. Second, these programs train the next generation of teach- 
ers — a critical function amid a growing need for workers with higher- 
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Irvcl skills. By losing our edge in these uvo areas, the nation's conipeti- 
live capacity would suffer dramatically. 

Unfortunately, financing policy for American gradtiate education 
generally lacks focus. Unlike undergraduate ])r()gi'anis managed |)riniai'i- 
ly by the U.S. Department of Education and state highei' education 
agencies, resj^onsibilities for graduate progiams are spread across sever- 
al agencies. Furthermore, basic information dhoui the use of graduate 
education programs, tlie number of aid recij^ients and the effectiveness 
of programs is not comprehensively collected or analv/ed on an intera- 
gency basis. 

The prominence of graduate (education financing clearlv has fallen 
several rungs on the ])ublic policy ladder. For example, when the ninn- 
ber of federally-sup])orted graduate stipends rose sharply between the 
mid-195()s and 197()-~from to aboiu S(),(K)()— the number of PhDs 

awarded also soared. In recent years, howex'er, researchers have seen the* 
opposite trend take hold. As federal stipends declined in the H)8()s, the 
number of total doctorate recipients dr()|:)])ed bv about 10 ])ercent. 
Between 1972 and 19S7, the percentage* of PhDs received bv U.S. citi- 
zens fell from 79 percent to fil ])erceut in the phvsical sciences and fiom 
67 percent to 41 percent in engineering. ^^-^ The emphasis on graduate 
programs in the humanities and social sciences also is nc^gligih^le. 

One of the most troubling oiUcomes of tlie failtnc to foctis on the 
needs of graduate and professional students is the montnnenial lexcls 
of debt many of these men and women have accjuired. A 1991 studv 
found that the average indebtedness of medical students rose IVom 
814,622 in 1979 to 845,840 in 1990.^^^^ These levels of debt could have a 
staggering effect on the long-term choices made l)y graduate and pro- 
fessional stiulenls in choosing careers that improve the nation's overall 
economic health. 

These trends require that all partners in the higher education 
finance system treat graduate and j^rofessional (education concei ns with 
a high degree of importance and urgency. !t would be a sad irony if, sev- 
eral years from now, the nation celebrates the resurgence of undergrad- 
uate education and an increase in the skills of workers at the same time 
it laments the lost prominence of graduate .ind professional education. 
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RECOMMENDATIONS 



"Education has become such an 
overwhelmingly important factor 
in the success or failure of a life 
that it must be made available in 
the most egalitarian fashion we 
can deinse. It is no longer enough 
to educate mostly the rich; or ynostly 
the children of those whose parents 
attended college; or mostly those in 
the yniddle-cU:ss tradition. Post- 
secondary education must reach 
ont to (dl, embracing every person 
who has the talent and desire and 
potential to be enriched by advanc- 
ing their educational attainment. " 



Frfj) R. Shfhekn, Commissioner, 
SoiTH C\PoiJNA Commission on HicntJ? EuvcvVtion 
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he National Commission on Responsibilities for Financing 
Postsecondary Education has concluded that one of the 
most important ways to meet the challenges ahead is to pro- 
mote collaboration and cooperation among all sectors of 
society to effectively develop our human resources. We believe the fol- 
lowing statement best summarizes our views about this national goal and 
its importance for the future of postsecondary education: 

All aspects of American society must play a vital role in providing postsec- 
ondary education opportunities to all individuals to the full extent of their inter- 
ests and abilities. 

We believe the nation must commit itself to this statement of 
national — not just federal — goals in order to make college more afford- 
able for today's families. To accomplish these objectives, the nation must 
promote both accessibility for all interested and able individuals to the 
diverse range of postsecondary education available, and responsibility to 
deliver education services effectively with available taxpayer resources. 

Cooperation among those who provide higher education financing 
also is essential to the promotion of these goals. All the major players — 
from the federal and state governments to families, educational institu- 
tions, the private sector, and philanthropic organizations — must play a 
role in reaching these objectives. By working as partners, these diverse 
groups can achieve much greater gains than having each sector work 
independently. 

Among the many participants in the postsecondary financing 
process, however, none is more important than American families. The 
United States is unique among nations in looking to families as the first 
source of financial support in higher education. Despite very real con- 
cerns about the changing definition of "family," we believe it is impera- 
tive to continue to support families as a fundamentally important com- 
ponent in the financing process. All others in the financing system must 
work to support the needs and efforts of families in financing postsec- 
ondary education. 

Our views about the critical importance of the family in the educa- 
tion finance system arc motivated by two central concerns. First, we 
believe that continuing to require family contributions is a sound poli- 
cy and an accurate reflection of who gains from postsecondary educa- 
tion. Wc reject claims that the benefits of postsecondary education are 
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THE RECURRING PARTNERSHIP THEME 

We are certainly not the first national 
commission to approach the problems of 
postsecondary education financing from 
a partnership perspective. In 1973 the 
Carnegie Commission on Higher 
Education published Higher Education: 
Who Pays? Who Benefits? Who Should 
Pay?, an analysis of the ways in which 
the financing burden for higher education 
was shared by the major participants in 
the system. In the foreword to the report, 
Commission members described in very 
concise terms the task they intended to 
undertake. They said, "We seek in this 
report to look at the problems of costs 
and benefits more in their totality than 
we have before, and to present a more 
detailed analysis than we have before of 
the sharing of the cost burden." 

With those simple goals, the Carnegie 
Commission was able to produce a com- 
pelling and influential document. The 
report's findings and recommendations 
had a major Impact on higher education 
financing policy for much of the 1970s 
and into the 1980s. Today, the work is 
still referred to and studied as a seminal 
document on financing higher education 
in the United States. 

We suspect that our efforts, like the 
Carnegie Commission's before us, will 
not be the la >t to promote greater shared 
responsibility for financing among the 
various participants. 



overwhelmingly public or private. Instead, we believe the major bene- 
fits of postsecondary education accrue equally to individuals, society, 
the slates, and the nation, and that distinguishing among the "win- 
ners" in this process is a futile and unproductive exercise. Therefore, 
including families as the primary contributor in higher education 
financing reinforces the mutual responsibility of each element of soci- 
ety in the (inane 'ng system. 

Second, we regard families as simply too important in America's 
postsecondary education finance system. Unlike most other developed 
countries, the United States has come to rely strongly on the contribu- 
tions of families in the financing process. To abandon this policy — and 
family contributions of more lhan $60 billion annually — would risk the 
stability of our system. As a nation, we simply cannot afford the costs 
associated with such a move. 

But other players in the postsecondary finance system must step for- 
ward and assume key roles in helping families pay for college. We recom- 
mend that the major participants in the system assiuiie the following 
responsibilities to help make college affordable again. 



The Federal Role in Financing 
Postsecondary Education 




he partnership among governments, insdtutions, and indi- 
viduals in the financing of postsecondary education is an 
essential concept that must represent the foiuidation of 
ftiliu'e financing policy. Such a partnership requires each 



participant to contribute to the system's success. Given its historical role 
in helping to guide national policy, the federal government is in the best 
position to promote this partnership. It can do this by promoting a 
greater sense of shared responsibility for financing postsecondary educa- 
tion among the system's vanotis participants. 

The most productive step the federal government can take in 
strengthening the postsecondary edtication financing partnership is to 
lead by example. We believe the federal government bears a rudimenta- 
ry responsibility to lay the groimdwork for a new national compact that 
will improve the affordabililv of higher edtication for all Americans. By 
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''The current national policy for 
the federal funding of postsec- 
ondary education needs a major 
course correction that xuill permit 
broad participation in higher edu- 
cation, take advantage of the 
unique qualities of all sectors of 
American higher education, and 
enable America and its citizens to 
flourish in the highly competitive 
environment that lies ahead. " 



Rita Boknstkiw Presidknt, 
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leading ihc way in this new partnership, the federal government will 
recapture the national leadership it once held in this area. 

Traditional!}-, the federal gcnernnient has worked to help low- and 
middle-income Americans prepare for a productive and prosperous life 
as an active participant in the nation's w^orkforce. This always has been a 
goal of federal policy and of the Pell Grant program in particular. 
Despite the dramatic and, in some cases, difficult changes that have 
occurred in higher education financing, we see no reason to abandon 
this i'undamental role of the federal government. The federal govern- 
ment is in a unique position to facilitate the coordination and imple- 
mentation of a national strateg)' to address the needs of low- and middle- 
income students. Without the federal government's commitment to 
increased access to postsecondary education, the nation will not attain 
its social and economic objectives. 

By promoting greater access to postsecondary education, the federal 
government will play a critical role in supporting the efforts of families 
to pay for college. The leadership the federal government could exert in 
this area would have enormous implications for our national interest, 
including a higher quality of life, increased income and earnings poten- 
tial, and the innumerable other individual and societal benefits that 
come from fiu'ther education. 

(jeuing from there to here — from the responsibilities and goals of 
the federal government to the actual implementation of these ideals 
with programs and policies — will require a concerted effort on the part 
of national policymakers. To assist in the process of policy implementa- 
tion, we offer the following reeonnnendations for making college 
affordable again. 

Make federal student aid a reliable and comprehensible source 
of college assistance for all Americans by developing a new con- 
cept called the Student's Total Education Package (STEP), which 
links to a national norm the total amount of federal aid any full- 
time undergraduate college student may receive annually. 

The ciu'rent system ol' federal student assistance incltides a combi- 
nation of grants, loans, and work-study. We firmly support this "three- 
legged stool" and believe the eombinatio f grants, loans, and work- 



ERIC 



stiuh* is an appropriate* mix ol' direct govcrnnicnt support and self-help 
for students. 

However, nian\ families and sliidents do not see the federal stu- 
dent aid system as a reliable, dependable, eomprehensible souree of 
assistance. Rather, students may receive varying amounts of aid 
depending on the program, its partictilar rides, and the amount of aid 
for which students are deemed "eligible" through need-based formu- 
las. The imcertainty of this process makes the i'ederal fnianeial aid sys- 
tem confusing and inaccessible for many students and families. 

Under the simplilled STEP system, all fidhtime luidergraduate col- 
lege students woidd be eligible for the same amoiinl of federal aid, 
regardless of family financial status. But the type of aid they receive 
\vould varv dramaticallv, depending on their needs analysis and the 
cost of attendance. In general, the poorest student would receive a fed- 
eral aid package based primarily on grants, work-study, and subsidized 
loans. The student from the middle-income family woidd recei\c a fed- 
eral aid package with a mix of loans, work-study, and grants, with more 
aid coming from subsidi/ed and imsubsidi/ed loans (described below), 
fhe student from the affluent family would be eligible only for an 
unsubsidi/.ed loan. 

The advantages ol" such an approach are many. Students who want 
to attend college — or those already enrolled but imcertain aboiu their 
financial future — woidd know the exact amount of aid they could 
receive fi'om the federal government. This amount coidd be widely 
publicized through anv medium, including institutional publications 
and the general media. The known availability of federal assistance — a 
ye/iah/r source ol' assistance to attend college — would be a major break- 
through Ibr the nation in its efforts to promote postsecondary educa- 
tional opportunity for all persons. It also would benefit both tradition- 
al and non-traditional students equally, since the STEP amount woidd 
not \'arv student dependency status. 

Chai't 5 demonstrates the actual operation of this system. The 
(lhart shows that students would be eligible to receive the three main 
tvpes of aid noted above: grants, loans, and work-study. Access to 
grants, subsidized loans, and work-study would be subject to the nor- 
mal need analysis process for determining eligibility. L'nsubsidizcd 
loans would be available to all students. 

00 
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To calculate the STEP amount, the govcj iinient would use a weight- 
ed national average per-student expenditure — the amount actually spent 
to instruct and educate eacii student — at all four-year institutions/^" 

In current dollars this amount would be approximateK" S14, ()()(), as 
illustrated by the (Ihai t. Based on this data, the federal goverruiient also 
would set the STEP at 814,000 — the amount of aid for which every stu- 
dent is eligible during that year. For students attending college less than 
full time, the S'TE*P amount would be pro-rated. 

The C.hart also assumes an annual maximum federal grant of 84,000, 
and a combined maxinunn work-studv and federallv subsidized loan 
award of 810,000 (the difference between the S'TKP anioimt and the 
maximum Pell Cirant award). As the familv contribution increases 
(based on the law's current need analvsis), student cligibilitv for Pell 
(ifrants, subsidized loans and work-stud\- decreases. At some point, the 
family contribution readies a i)()int high enough that the student no 
longer is eligible for any subsidized aid, such as a grant, subsidized loan, 
or work-sludv. However, even for these families, inisubsidized federal 
loans would be an option to help ease the biu'den of paving for college. 
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Family Income 



"/ think that my family is caught 
in the same trap as many of my 
peers. They make too much money 
to be considered for most federal 
and state grants, but not enough to 
really afford to send one student to 
college, much less the txvo or three 
that many do in fact provide for " 



Thom.\s a. Gl ida, Stl dent, 
Boston Coixege 
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Here is a typical example for students enrolled at a college where the 
total cost of attendance (tuition, fees, room, and board, or the "sucker 
price") is S7,()00. A very poor suident with no reqtiired family contribu- 
tion would receive a federal grant of S4,000 and be eligible for S3,()()() in 
work-study or subsidized loans. A middle-income student (with some fam- 
ilv contribution required) would receive a smaller grant btu also could be 
eligible for work-study and subsidized lOans. An upper-middle income 
student (whose family contribution is much higher) would receive no 
grant but could receive some assistance throtigh subsidized and tmsubsi- 
dized loans and/or work-study. An affluent suident (with no need under 
existing need analysis calculations) could not receive a grant, subsidized 
loan, or work-study funding but could take out an unsubsidized loan. 

If the sticker price is higher than the STEP amotmt — say S18,00() — 
the poor student could receive the maxinuuii grant (54,000), and the 
maximum amoiuit of subsidized loans and work-study (S10,000). 
Together, these three sources would provide total aid of S14,000. The 
difference would have to come from other sotuxes, such as state or insti- 
tutional aid or an unsubsidized loan. 

Regardless of family income, however STEP asstuxs that all sttidents 
could receive up to $14,000 in federal aid, with the need analysis system 
determining the exact proportion of aid. Of cotirse, in no case could 
students receive more than the cost of attendance. 

It is important to emphasize that the vSTEP concept reflects ihc fed 
r// commitment to student assistance. In many cases states and institu- 
tions will offer their own financial aid resources to students independent 
of the federal contribution. 

Ftu'ther, we want to underscore die fact that STEP \vould apph only 
to undergraduate college sludenls. It wotild not affect loan amounts for 
gradtiate students or the parents of undergraduate students (these are 
described below). 

For non-collegiate postsecondary sttidents (those attending non- 
degree granting instittuions) , we reconniiend that the standards estal> 
lished in the 1992 Higher Edtication Act reatuhorization continue to 
apply. This mc. ns that sttidents would contintie t() have broad access to 
non-collegiate programs of sttidy — which we believe are an important 
component of American postsecondary edtication — by remaining ftiUy 
eligible for (he Pell (iraiu program. However, sttidents attending these 
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inslitutions would not be eligible for the increased access to subsidized 
loans as envisioned under the STEP concept. We believe that the loan 
limits for subsidized (Stafford) student loans that were created in the 
1992 reauthorization are well-suited to meet the needs of students 
attending non-degree granting institutions and should be retained. 
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Remove uncertainty from the Pell Grant program by 
ensuring that all eligible students receive grants at levels 
authorized by federal law and by tying future maximum 
grant levels to what students pay for college. 

Congress and the President have acknowledged the critical need to 
increase student grants for low- and middle-income students in order to 
meet national education goals. This commitment was reaffirmed just last 
year, when an o\'erwhelming majority of lawmakers voted to reauthorize 
the Higher Education Act of 1965. As part of that law, (>ongress 
approved a maximum Pell Grant amount of S3, 700 in 1993-94, up from 
S3,100in 1992-93. 

However, the maximum federal Pell (irant next year will actually 
only be $2,300, far below what Congress has deemed necessary for meet- 
ing America's needs. This difference is the result of a gap betv^ecn what 
the law allows and the giant funds that are actually appropriated in the 
federal budget. The uncertainty created by this gap between actual 
and authorized grant levels is enormous. In many cases, it limits access 
to postsecondary education for low- and middle-income students. 

CHAKl () 

Authorized \'crsus Actual Maxima in Awards 
Under the Pell Ci r a n t P r o g r a ni 
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We recommend that Congress and the President take steps to ensure 
that students receive the amount of grants ah-eady authorized in the law. 
For the 1993-94 academic year, this means eligible students should 
receive a grant of up to $3,700. The federal government should viewr this 
grant level as an unbreakable promise that promotes greater opportuni- 
ties for postsecondary education in our nation. 

We strongly believe such a national commitment will result in many 
positive effects. It will greatly expand access to higher education, result- 
ing in numerous economic and social benefits. In addition, grants finally 
will become available to students with the same degree of certainty thai 
they \dew loans, tax deductions, and other federal policies. This commit- 
ment also would increase transfer rates between two- and four-year insti- 
tutions — one of the most important concerns of the higher education 
community — because of the reliability built into the student aid system 
through this renewed support for grants. And we believe it would go a 
long way toward addressing the needs of adult and non-traditional stu- 
dents who — because they cannot count on parental contributions — rely 
heavily on Pell Grants as a major source of support. 

Equally as important, we support setting future maximum Pell Grant 
award levels at an amoimt equal to 75 percent of the national median 
cost of attendance at public four-year colleges. 

Under the current program, the maximum Pell Grant level is set at a 
pre-determined amount — for example, $3,700 in 1993-94, an arbitrary 
figure that bears no relationship to the actual costs paid by students and 
families. Further, there is no particular "magic" in the annual increases 
in maximum grant levels contained in current law — they were simply 
increased in a linear fashion by the Congress based on prior law. 

By linking the maximum grant to the national median cost of attend- 
ing public four-year colleges, students would receive a reliable amount 
of assistance directly related to the actual costs they pay to attend col- 
lege. We cite costs at four-year public colleges because they are the prin- 
cipal point of access to a bachelor*s degree in this country. 

This 75 percent figure is based on the history of the federal commit- 
mint to access. The high point of federal support is generally seen as 
the 1979-80 academic year, when the maximum Pell Grant award 
equaled 82 percent of the national average cost of attendance at a public 
four-year college. By comparison, in 1991-92 the figure was only 44 per- 
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cent. Thus the 75 percent level merely restores some of the previous fed- 
eral commiLnient to access, which has steadily eroded since 1980. 

To illustrate how this formula works, in 1991 the national median 
cost was $5,400 to attend a ptiblic four-year instiiiition/^^^ If this formula 
were applicable that year, the maximtun grant would have been $4,000 
(rounded to the nearest $100). To protect the program against a drastic 
short-term increase in costs, we fiunher recommend that this figure be 
calctilated on a three-year rolling basis. 

These short-term steps designed to remove imcertainty from the 
grant process should be accompanied by other actions to strengthen 
grants and improve the prosp<'Cts of college attendance for all interested 
and able students. We believe government should: 

M Consolidate the current Pell Gran^^^ program with the Federal 
Supplemental Educational Opportunity Grant (SEOG) Program. 

Bolstering the Pell Grant program in the manner described in this 
report would essentially make the SEOG program redtmdant. While 
SEOG has played an important historical role in the federal student aid 
system, the existence of a separate program j'equiring an additional 
appropriation appears unwise. The savings achieved by eliminating this 
program could offset some of the increased costs of oiu^ recommenda- 
dons and would simplify the federal system by providing only one direct 
federal grant program. 

M Convert the Federal Perkins Loan Progi-am to a grant program 
by depositing all loan collections into an institutional endowment 
fund that could be invested and used to provide grants for low- 
and middle-income students. 

The array of new programs and policies envisioned in this report will 
redtice the need for the government's Perkins Loan program. Phasing 
out Perkins Loans will greatly simplify the system and promote greater 
ef ficiency in the delivery of federal aid. 

In recent years, institiuions have acctimulated a stibstantial 
amount of Perkins funds, and we see many beneficial uses for this 
money. To take advantage of the esdmated S6 billion in outstanding 
Perkins loans, the C'ommission suggests that all futiu^e repayments by 
sttidents go directly into an institiuional endowment fluid. GoUeges 
and luiiversities then could use these funds to make supplemental 
grants to students. 
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Under such a program, institutions would give top prioriiy to low- and 
niiddlc-inconic students. As funds are depleted over time, schools could 
furihcr restrict (imds only to the neediest youth, rather than "watering 
down" the iniiiati\'e with smaller grants to a broader category of students. 

Simplify the complex student loan system by offering a 
single program that makes direct loans to students and 
parents and provides "user friendly" repayment options. 

The ctu'rent Federal Family Education Loan program contains five 
different components: the Federal Stafford Student Loan program, the 
Supplemental Loans for Students program, the Parent Loans for 
Undergraduate Students program, an unsubsidized loan program, and a 
consolidation loan program. The Federal Perkins Loan program, and 
the Federal Direct Loan Demonstration program, also are part of the 
Title IV loan structure under the Higher Education Act. 

We believe there needs to be a radically simplified federal student 
loan program, one that contains just three components. These arc: 

H a subsidized sUident loan program; 

§i an unsubsidi/ed student loan program; 
H an unsubsidi/ed parent loan program. 

These three components of a single federal student loan program 
would share many common feauires. First, repayment of loans would be 
allowed imder two main options: income-contingent repayment and 
conventional repayment. This flexibility is designed to ease the burden 
of repayment for students and their families and offer them the best pos- 
sibility for successful repayment of their loan obligations. These options 
also cotild dramatically reduce student loan defaults. 

Irico7ne-co7ilingent refxiyment would be an attractive option for many bor- 
rowers. Students could repay their loans based on a percentage of their 
adjusted gross income, thereby making default considerably less likely. 
The repayment percentage wotild be tied to a percentage of the borrow- 
er's income. Unpaid principal would be forgiven after a 25-year-pcriod to 
prevent lifelong servitude to student loan repayment. Cross-subsidization 
(high income borrowers stibsidizing low income borrowers) would not be 
allowed because no borrower would pay more than the loan principal 



INCOME-CONTINGENT REPAYMENT: 
AN ILLUSTRATION 

How an income-contingent student 
loan would be repaid is dependent on a 
variety of factors: the interest rate of the 
loan, the salary of the boirower, the 
increase in salary over time, the percent- 
age of earnings that would be applied to 
repayment of the loan, the amount bor- 
rowed, and others. Each has to be taken 
Into account in determining the precise 
repayment pattern. 

The charts shown here Illustrate one 
possible way this would work for differ- 
ent kinds of borrowers. It is important to 
note that these charts merely illustrate 
some of the possible repayment scenar- 
ios. Some borrowers will likely pay off 
their loans more quickly because of high- 
er earnings growth or lower loan balance 
on graduation. Others — particularly 
those who enter very low-paying fields or 
who experience only modest increases 
in income over time — will likely take 
longer to repay their obligation. Those 
who have still not repaid the principal 
loan amount after 25 years would have 
their loar forgiven. 



plus inlorcsi. There would be no penally for prcpavnicnt. 

Students who choose this option would repay their loans through 
the hiternal Reveiuie Service, which would act as a loan servicing/col- 
lection agency by remitting funds collected to the Treasury. This would 
enormously simplify the repayment process for borrowers by allowing 
them to remit their payments througli normal income tax withholding. 

The Secretary of Kdtication, in conjunction with the (Commissioner 
of the IRS, should conduct a study of the percentage of income that bor- 
rowers should be required to repay. This study would help determine 
ihe percentage most likely to ensure repayment of loans within 15 years. 
The Secretary also should pro\'ide examples of projected repayment 
terms and anioinits to each borrower contemplating this option. 
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Coiventional repa^imeni also would rcMuain as an option for students. 
UndcM' this option students eould choose from a nieiui of repayment 
terms, inchiding normal 10-year amortized repayment (with no penalty 
for prepayment), extended repayment (where sttidents and parents cotdd 
choose to repay loans ox'er a longer time tip to 20 years), and graduated 
repayment (where students and parents coidd pay back their loans in larg- 
er increments). (Conventional repayers also could choose to convert to an 
income-contingent program at any time during the repayment cycle.'* 

We also recommend that the system amomatically move borrowers 
from a conventional to income-contingent loan if they fall behind on 
their payments. This would offer students a "second chance" to fulfill 
their obligation and, hopefully, avoid defaidts. 

The second shared feattire of this new system is that each compo- 
nent program wotild receive capital through Treastu'y borrowing from 
the sale of goxernment sectirities to investors. Moving away from the 
current system of private sector capitalization — with hea\y government 
subsidies for banks and guarantee agencies — would generate savings of 
at least SI billion per year, according to the General Accoimting Office 
and other official sources (see Appendix). Such a "direct loan" pro- 
gram would serve as a replacement — not an additional — entitlement 
program tmder the federal budget. 
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Tliircl, insliuilions would serve as loan originators and as agents for 
the federal government. Colleges and universities wcnild originate loans 
in a nianner siniilar to the mechanisms used in the current Perkins Loan 
and Direct Loan Demonstration programs. 

Fourth, eac^^ loan would be serviced and collected either by the IRS 
(for income-coiitingent loans) or private agencies through contracttial 
arrangements with the federal government. These agencies would pro- 
vide normal loan servicing functions and develop default prevention 
programs as well as plans for the collection of defaulted loans. The fed- 
eral government, throtigh the Secretary of Education, also would be 
rcqtiired to establish and maintain a data system of all student loans, 
thus enstiring a central source of information on all borrowers. 
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5. School draws 
funds from the 
Department of 
Education (as it 
does for the 
Pe!' Grant.) 




7. School sends promissory note 
to servicer designated by ED. 

^ 



6. Student 
receives any 
funds available 
after tuition 
and fees paid. 



4. School provides 
loan counselling, 
student signs the 
promissory note. 



8. School confirms student's 
continued student sta'us. 



1. Student provides school with need 
analysis (usually through a processor). 

2. School determines need and eligibility for 
loan, provides student with award notice 

3. School prepares promissory note. 



9. Servicer bills the student and 
provides supporl services. 

1^^ 




(IRS withholds 
Ji^S repayment 
&s^'L-i amount for 



income- 
contingent 
loans.) 



— Papers & Data 

— Fees i Subsidies 
- Capital & principal 



m 

The differences between the three basic loan programs are based 
largelv on the level of subsidies for students or parents and the maxi- 
numi amounts they are eligible to borrow. These are described below. 
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Subsidized Studoit Ijhui Pronratn 

The central feature of this proirram is that interest would not aerrue 
while the student is in school, hiteresi laies on loans made in this pro- 
gram would be equal to Treasury })ills plus a fixed amouiu of ih'" gov- 
ermnent's non-default costs of the program. I'his lixed amount .should 
be no more than 2 percent. 

Annual loan limits for collegiate students bonowing through the 
subsidized loan program would equal the difference between the STEP 
amount and the combination of (he Pell (iraut and W()rk-stud\" award. 
Both graduate and undergraduate students could receive funds under 
this program. Both also would be eligible for loan forgiveness through 
comnumity service in a new program ouihned later in this chapter. 

I iisnbsidized Student Iahui Pra^ani 

The unsubsidi/ed suident loan progiam would allow iiueresi accrual 
ihroughoin the life ol'the loan, with iiuerest calculated in the same wav 
as subsidized loans. Sludenis could choose to begin repayment of the 
unsubsidized loan within 90 daws of origination oi" defer repa\'ment but 
eontimie to acci'ue ii leresi while in school. 

The maximum amuial amount that undergraduate college studeius 
could bori'ow thi'ough this progiam would be equal to the STKP 
amount. The cumulative limit for undergraduate" borrowing under both 
the su}>sidized and unsubsidized loan programs should eciual the aver- 
age STKP amount times the maximum number of yc-ai s ol eligibility for 
borrowing (fi\e years u ?r existing law).'*'* 

Similar to the subsidized program, borrowers in the unsubsidized loan 
program also could seek loan forgiveness through communitv ser\ ice. 

I'usubsidized Parent Ijuni I^ya^rant 

I his program would have the same borrowing and interest t(M*ms as 
the unsubsidized student loan pi'ogram. Repayment would begin within 
90 days of origination. However, i)arenls would not be eligible for 
income-contingent repayment. 

Under the program, parents could borrow funds up to the total 
cost of attendance, minus anv other financial aid received. I'rogram 
administrators also would set a maximum le\"el for cumulati\e parent 
borrowing that takes into acc<)unt a reasonable debl-to-income ratio 
for the average family.'^ 

Go 
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TEACH FOR AMERICA 

Of the thousands of community ser- 
vice programs nationwide, one that 
has received considerable attu-ntion is 
Teach For America (TFA), a New York- 
based organization founded by Wendy 
Kopp soon after she received her 
bachelor's degree from Princeton 
University. Through its efforts, funded 
by corporate and foundation dona- 
tions, TFA is building a national corps 
of dedicated teachers and sending 
them to teach in our nation's most 
troubled urban and rural schools. 

The program focuses on recruiting 
graduating college seniors, but anyone 
with a bachelor's degree is eligible to 
apply, and a degree in education is not 
required. Those who are selected (after 
an intense application and screening 
process) sign on for a two-year commit- 
ment that is designed to benefit the chil- 
dren, the communities and the teachers. 

Throughout the program, teachers are 
constantly given instruction and guid- 
ance on teaching techniques and theo- 
ries. Regional conferences, workshops, 
and course work at local universities are 
just some of the support mechanisms 
available to participants in TFA. 

TFA teachers receive salaries compa- 
rable to other teachers in the area. 
However, as many reports and studies 
have pointed out, the starting salaries of 
many teachers in this country have been 
a major disincentive for encouraging 
capable young people into teaching as a 
career. Programs like TFA would greatly 
benefit from proposals such as the 
Commission's loan forgiveness plan, 
since the attractiveness of significantly 
reducing their student loan debts could 
greatly increase interest in TFA-type pro- 
grams for recent college graduates. 
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Create a Community Service Incentive Program to promote 
student service in exchange for loan forgiveness, thereby 
fostering the dual goals of scholarship and citizenship. 

One of the federal government's most important roles is to promote 
a greater sense of community values and partnership among individuals, 
states, communities, and the private sector. Many of these service pro- 
grams alreadv are flourishing at the local and state level. Recently the 
federal government took an historic step to foster their growth throtigh 
creation of the Commission on National and Community Service, which 
offers small grants to organizations, institutions, and states to stipport 
such activities. We applaud the foresight of federal policymakers in 
understanding the need for stich an endty, and we also see an opportti- 
nity to expand these efforts. 

From its unique position in society, the postsecondary finance system 
should stronglv support commtmity service and the responsibilities of 
citizenship. Promoting these values helps underscore the partnership 
that exists within the linancini^f system and strengthens our national 
commitment to the democratic principle of service. National economic 
and social needs would also be addressed through a stronger emphasis 
on community-oriented values. 

As envisioned here, all student borrowers would be eligible to partic- 
ipate in this new effort, called the C^omnuuiity Service Incentive 
Program. Eligibility would include both graduate and undergraduate 
students, as well as borrowers with both subsidized and unsubsidized 
loans. Under this program, students who perform community service in 
approved local areas or programs would not he required to make loan 
payments during their period of service, hiterest also would not accrue 
during this time. 

To provide another incenti\'e for students, we reconunend forgive- 
ness of 20 percent of loan principal for every year of participation in the 
program. Suidents cotild participate for three years, with the potential U) 
reduce total loan principal b\ up In GO percent, hi limited instances, the 
prcMrram also could offer complete loan forgiveness for those performing 
five years of service in a number of designated "critical need" areas. 

The number of slots in which students can ]K"rform service in 
exchange for loan fbrj^Mveness should be fixed in the law. I Wis will help 
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"/ continue to be a proponent of a 
loan program with a variety of 
payback mechanisms that fosters a 
sense of civic obligation in the bor- 
roxoers by encouraging public ser- 
vice or in professions where quali- 
fied practioners are in short sup- 
ply. This will not zvork for all stu- 
dents, and shoifld not be the only 
xoay for students to borroxo money. 
But it is an alternative that 
should be available more for stu- 
dents xoho xoa} it. 



RiC.llARI) F. ROSSKR, PRKSIOKNT, 

Nationm /Vssocution 

lNDKPF>;nKNT CoiJ.KCF-S AND UnIS KKSI TIt-S 

Il-SII\U)NVUKF(>RK 
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to limit the costs of the program, particularly in the first fev years of 
operation, and will allow program administrators time to develop the 
necessary procedtires for implementing a large-scale national program. 
As demand for ]oan forgi\'eness is measured over several years, the num- 
ber of slots could be adjusted upward or downward. 

We fiu'ther recommend that the Commission on National and 
(k)mnuinity Service study the array of loan deferment and forgiveness 
provisions in existing law. Through such study, the Commission could 
examine the use of commimity service in existing programs and develop 
recommendations for their broader implementation. As experts in this 
subject matter, the Commission also could develop criteria for eligible 
programs participating in the Community Service hicentive Program, As 
the nation's first national coordinating body and "infrastructure" on 
commimity service efforts, the Commission on National and Community 
Service is ideally positioned to conduct such a study. 

The federal government will find a program like the Commimity 
Service hicenti\'e Program easier to implement under the federally-capi- 
talized, direct loan system envisioned in this report. By phasing out the 
ciu'rent system, the government would no longer need to provide pav- 
ments to lenders during the student's commimity service involvement. 

This program also \vill work well in a system where income-contingent 
repayment is an option for borrowers. Under an income-contingent repay- 
ni' nt system, borrowers choosing lower pa\ing, public service-tvpe jobs 
would not be unduly burdened by fixed student loan payments, since 
these payments would be based on income and not on the amount bor- 
rowed. We belie\'e this will be a powerful incentive for borro\vers to choose 
careers in teaching, law enforcement, or any of numerous other areas 
where the need for *^killcd college graduates is essential. Thus the 
Conmiimitv Service hicentive Program would complement the public ser- 
vice incentives pro\'ided through an income-contingent repayment option. 

Create new tax-related incentives to encourage college sav- 
ings and increase postsecondary education opportunities, 
such as allowing penalty-free withdrawals from Individual 
Retirement Accounts to pay for college expenses and 
removing the income eligibility ceiling on the use of Series 
EE U.S. Savings Bonds for education. 
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'Wmerica needs to become a nation 
of citizens who save for the future. 
Therefore, any plan such as IRAs 
should be instituted and/or 
expanded to encourage families to 
save for college expenses. " 



OsWAiJ) p. BRONSON, Sr., PRFiilDEST, 
BrniL'NK'COOKMAN COLLEGE 

1KS1(M()NVBF.F<)R1-. II IK 
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We believe the Tax Code provides a fundamentally important means 
to encourage greater family support for students and to ease the burden 
of students paying for college. WTiile the Tax Code does contain some 
incentives to finance higher education, the signals it sends to families 
and students are often confusing. For example, a key pro\dsion exempt- 
ing employer-paid educational assistance (up to $5,250 in tuition and 
other expenses in 1993) has never been made a permanent part of the 
Tax Code. The need to extend this provision annually makes it nearly 
impossible to promote widespread use. 

In a similar way, the Tax Code also must provide clear, unambiguous 
signals about the importance of family investments in postsecondary 
education. We recommend several tax-related vehicles as key compo- 
nents of this national strateg)'. 

First, the Commission calls for allowing penalty-free withdrawals 
from IRAs to pay for higher education expenses, a plan similar to one 
proposed by Senators Lloyd Bentsen (D-TX) and William Roth (R-DE) 
in 1992. Under that proposal, qualified higher education expenses — 
tuition, fees, books, supplies, and equipment — could be paid for via 
early withdrawal from an IRA. Such funds could pay for the college edu- 
cadon of the taxpayer, his or her spouse, the taxpayer's child, or the tax- 
payer's grandchild. 

This recommendadon assumes, but is not condngent upon, restora- 
don of the deducdbility of IRA contribudons for all taxpayers, a provi- 
sion that was eliminated in the 1986 Tax Reform Act. The restoradon of 
this provision would greatly expand the contributions to IRAs and there- 
fore make the provision allowing penalty-free withdrawals for college 
expenses available to a much broader base of eligible families. 

Second, we support the exisdng law offering tax benefits to families 
who purchase Series EE U.S. Savings Bonds for college expenses, but 
this provision could use some refinement. The government should sim- 
plify the process of actually obtaining a Savings Bond by reducing paper- 
work and promodng greater consumer accessibility. The federal govern- 
ment should do a much better job of promodng die use of Series EE 
Bonds for college through media campaigns, financial aid workshops, 
and other public informadon efforts. 

In addition, the Commission favors the removal of income eligibility 
ceilings under this provision. Savings Bonds are a pracdcal, convenient 



50 



vehicle to save for college, and government should encourage their use 
at all income levels. 

Third, (>:>ngress and the White House should restore the deductibili- 
ty of interest on student and parent loans that was eliminated in the 
198(5 Tax Reform Act. If the Tax Code supports deductions for home 
ownership and business expenses (largely consumption expenditures), it 
surely must support the inveslmml in education made by students and 
parents. Borrowing money to pay for college — when necessary — is in 
our long-term national interest and should be acknowledged in the Tax 
Code. Restoring this deduction would be especially beneficial to adult, 
non-traditional students who frequently must borrow to finance their 
lifelong learning efforts. 

Fourth, we call for an end to the taxation of scholarships and fellow- 
ships at the post-secondary level. As a result of the 1986 Tax Reform Act, 
the amount of scholarship and fellowship dollars used to pay for room, 
board and other living expenses became part of an individual's gross 
income for tax purposes. Though tuition and equipment are exempt, 
this government policy poses many problems, particularly for graduate 
students, who typically receive such stipends for teaching or research 
assistantships. Full restoration of the tax exemption for scholarship and 
fellowship grants is an important step that will improve the educational 
prospects of both undergraduate and graduate students with limited 
financial resources. 

Fifth, we support making permanent Section 127 of the Tax Code, 
which allows for the deduction of employer-paid educational assistance. 
This provision represents an important linkage between the poslsec- 
ondary financing system and the needs of the nation's employers and 
businesses. To promote its use, employers also should promote this pro- 
vision as a part of employee benefits packages. 

Sixth, the Commission encourages the federal government to devel- 
op a national campaign to promote savings across the board. This cam- 
paign, which would include public service announcements in the media 
and statements by policymakers, should emphasi/e the personal and 
societal benefits of increased saving. In addition to the incentives for sav- 
ings recommended here, we also believe that this national campaign 
should emphasi/e private sector savings inslrunuMils (which often have 
higher rales of return) and passive savings programs through eni])lov(*rs. 
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TITLE IX 

Title IX contains several important pro- 
grams, including: 

• Grants to Institutions and Consortia to 
Encourage Women and Minority 
Participation in Graduate Education 

• Patricia Roberts Harris Fellowship 
Program 

• Jacob K. Javits Fellowship Program 

• Graduate Assistance in Areas of 
National Need 

• Faculty Development Fellowship 
Program 

• Assistance for Training m the Legal 
Profession 

• Law School Clinical Experience 
Programs 



Finally, wc believe thai (longress and the President should reduce 
the confusion now common in tax law which discourages charitable giv- 
ing by those seeking to "give back" to higher education — and society' — 
some of what was gained through the college experience. This would 
include repealing the current alternative minimum tax treatment of 
gifts of appreciated property, since ciuMxmt law discourages people from 
making gifts to charitable organizations such as higher education institu- 
tions. 

Focus greater resources on graduate and professional study 
by repealing the taxation of scholarships and fellowships, offer- 
ing graduate students greater flexibility under federal student 
loan programs, and funding programs under Title IX of the 
Higher Education Act. 

We are concerned that graduate and professional study has increas- 
ingly become an afterthought in the minds of policymakers. In large 
part, this inaction stems from the real budgetary constraints placed on 
programs designed primarily for luidergraduate students. The 
(x)mmission recognizes the immediate needs of students at the under- 
graduate level — particularly the need for greater subsidies — but does 
not support policies that allocate those subsidies at the expense of grad- 
uate students. It is clear that an equal degree of urgency exists regarding 
graduate financing needs, though addressing these problems requires 
methods tailored specifically to graduate students and programs. 

In general, graduate students should participate as full partners in 
the subsidizc^d and unsubsidi/.ed loan programs offered by the federal 
government. Bui because oi'the higher costs faced by those at the gradu- 
ate and professional levels, higher limits on both subsidized and unsubsi- 
dized loans are necessar\- for these sluderus. One option we favor is allow- 
ing graduate and professional students to borrow the equivalent of exist- 
ing loan maxinumis imdcr the subsidized loan program and up to 100 
percent of their total educational costs through unsubsidized loans. By 
retaining current subsidized loan maximinns, graduate students then 
(onld nuH't anv additional borrowing needs through the inisuhsidized 
loan program. W'e also support f ull inclusion of graduate and profession- 
al students in the (lonmumitv Ser\ice hucntive Program and in all loan 
repavmenl ()])lions, including inc ()me-( oiitingenl ix'paNnienr 
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THE 'TRIAD' SYSTEM OF 
INSTITUTIONAL ELIGIBILITY 

In order to become eligible to receive 
federal student aid dollars, educational 
institutions must undergo three tests 
defined in federal law. First, they must 
be licensed by the state in which they 
operate. Second, they must be accred- 
ited by an agency that is approved by 
the Secretary of Education. And third, 
they must prove that they are eligible as 
an institution (as defined in the law) and 
certified as being administratively capa- 
ble and financially responsible. This 
process of state licensing, accredita- 
tion, and federal eligibility and certifica- 
tion is frequently called the "triad" of 
institutional eligibility. 
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As noted earlier, the (Commission also reconiniends an end to the 
taxation of scholarships and fellowships. We beheve that the policy of 
laxinj4 scholarships and fell(nsshi|3s undermines the slated purpose of 
scholarships and fellowships — lo promote investment to nieei future 
economic and social needs. This policv is especially punitive for gradu- 
ate students, who relv heavilv on these scholarships and fellowships to 
reduce the high cost of post-baccalaureate stud\-. 

F"urther, we recommend full funding of graduate programs under 
Title IX of the Higher Education .Vet at the congressionallv-authorized 
levels. These programs, which encourage greater opportunity for gradu- 
ate studv for all interested an.d able Americans, are an important link in 
efforts to increase the nation's proficiency in science, engineering, the 
social sciences, and arts and humanities. 

Eliminate fraud and abuse by strengthening accountability 
measures, repairing structural problems in student aid 
programs and providing the necessary resources to imple- 
ment existing accountability policies. 

The oversight s\steni for federal aid programs, which relies on a 
"triad" of review of postsecondar\' institutions, has been the subject of 
considerable criticism in recent vcars. hi part, this criticism was sparked 
1)\- reports that students enroll in postsecondar\- educational programs 
offering little or no pr(>spect for advancement — eidier educationally or 
economically, hi some dociunented cases, students have enrolled in pro- 
grams and taken out federally guaranteed suident loans onh to discover 
that no program existed at all. 

We helic^ve that fraud and abuse could severely damage both the 
integrity of piogranis and the lives ol students harmed bv illicit and 
immoral actions of some institutions. Lef t imeliecked, these abuses onlv 
will weaken the postsecondarv education fhuuicing system and lower our 
ability to compete in a global economy. For this reason, the C'.ommission 
has emphasized accountability as a high priority. 

(Congress also has emphasized accoinitabilitv and took sexeral 
important steps in the \W2 Higher Education Act reauthorization to 
address these concerns. This was made possible b\ implementing 
changes to all ihree parts ol the ii iad procc^ss. including refhienienl of 
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LINKING LOAN DEFAULTS AND 
POTENTIAL FRAUD 

The question of the extent of fraud 
and abuse in federal student aid pro- 
grams has been frequently explored In 
recent years. Critics have pointed to the 
ever-increasing levels of student loan 
defaults — which now top $3 billion per 
year — as evidence of fraud and abuse 
on the part of some institutions. 
However, defenders of the program 
point out that most students default 
because they do not have the resources 
to repay their loans. 

Congress has taken important steps 
to limit the student loan default prob- 
lem. In 1990, default rate "cutoffs" were 
implemented as a condition of institu- 
tional eligibility for student aid programs 
(and were refined in the 1992 Higher 
Education Amendments). The iaw 
requires institutions to be eliminated 
from the programs if their default levels 
are above a certain percentage. 

However, the question still remains: 
are defaults a good ind cator of poten- 
tially fraudulent activities? One piece of 
evidence comes from the state of New 
Jersey. In 1988 the state identified 26 
institutions as having the highest 
default rates in the state. In subsequent 
audits of those schools, the state sub- 
jected 22 to administrative sanctions, 
including, in some cases, suspension or 
termination. Common problems uncov- 
ered included missing documentation 
from student files, late or never paid 
tuition refunds, high rates of withdrawal 
during the first quarter of the program 
of study, and failure to notify lenders of 
student withdrawal. 



ihc process for a])]Droving accrediting agcMicics and creating a State 
Postsecondary Review Program to assist states in the state licensing 
process. It is imperative that these new provisions be implemented and 
permitted time to work. 

The ('onnnission believes many of our earlier recommendations will 
help limit cases of fratid and abuse. For example, in our proposed stu- 
dent loan program, the consolidation and streamlining of existing pro- 
grams will help limit fraud by institutions that use the current system's 
complexiiv for illicit means. 

hi addition, we propose measures that can lielp address the problems 
of fraud and abuse head-on. We reconmiend full funding of the Slate 
Postsecondary Review Program, created during the 1992 reauthorization 
to help states in the licensing and oversight of postsecondary institutions. 
As partners of the federal govermnent in the design and deliverv of stu- 
dent aid, states bear a responsibilitv to assist in the oversight process. 
Because of their historical role as the primar\' providers of education in 
America, stales also are well equipped to handle this function. 

Further, we believe the Department of Education must devote more 
attention to the process that deems higher education institutions eligi- 
ble for participation in financial aid programs. One wav to assure this is 
lo create a line item in the Department of Education's ainiual budget 
specifically for reviews, audits, and investigations. Bv annuallv appropri- 
ating funds specifically for these fiuictions, ihe Congress can assure that 
the important measures that it has passed to limit fraud and abuse are 
fully implemented by ihe Department. 

Create and distribute computer softv/are that estimates the 
components of a student's financial aid package, and estab- 
lish a new interagency council to coordinate student aid 
with other federal benefits, thereby improving the flow of 
information about federal aid to students and families. 

The recenl steps taken by (congress in the 1992 reauthori/ation of 
the Highei' Education .\ct to simplify and improve student aid need 
analysi' and delivery ])r()vide a strong base for the future. We support 
many of the effoi ts taken bv the Congress, including the elimination of" 
home and farm assets Irom need analvsis calculations, the devel()])ment 



WdY DO WE NEED A COUNCIL ON THE 
COORDINATION OF FEDERAL "UMAN RESOURCE 
PROGRAM BEKL/ITS? 

One of the recurring complaints about 
federal human resource programs in 
recent years — from student aid programs 
to Food Stamps. AFDC, vocational reha- 
bilitation, and numerous others — is that 
the eligibility processes and delivery 
mechanisms for these programs vary 
widely There is little coordination among 
these programs, and in some cases even 
within a single program. The result is a 
complicated, inefficient system that hin- 
ders access to postsecondary educa- 
tion. As a 1988 study entitled Women, 
Welfare, and Higher Education observed, 
"Two AFDC recipients attending the 
same college, with the same income, the 
same number of children, the same edu- 
cational costs, the same student aid 
funding, and even the same caseworker" 
can end up being treated differently 
under the eligibility system now in place. 

The Commission has learned of sever- 
al cases of the system's failure to coordi- 
nate student aid and other federal 
human resource program benefits. One 
example is Elizabeth Acevedo, a 39- 
year-old single mother of two children 
who recently obtained an associate's 
degree from Miami-Uade Community 
College. In testimony before the 
Commission, she explained. "[My welfare 
caseworker] knew I was a student and 
knew I was on financial aid and was 
applying for loans. So when I took all of 
that Information to him he said that, 
because of the loan — which was about 
$1,300 a semester — they would need to 
cut down on what they were giving me. 
So I went from [approximately] $175 a 
month to $18 a month in Food Stamps." 
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of a single^ needs analysis for all student aid programs, and the expan- 
sion ofa simplified needs test for low- and middle-income families. 

In looking beyond the current law, we see tlie need for e\'en greater 
refinement — including at least two additional steps to iiiciease postsec- 
ondary education opportunities. One step is the greater use of compiu- 
er software to help parents and students phm for college expenses. One 
example of such software is a program called "The Kstimator/' which is 
being developed by the U.S. Department of Eckication. This software 
allows jimioi' and senior high school students and their parents to sit 
down at a compiuci' terminal, input a modest amoimt of information 
about family and perscmal finances, and obtain an immediate estimate 
of the expected family contribution and the approximate le\'els of aid 
a\'ailable from \arious sources. In oin' view, students and their families 
should have easy access to these progi ams, most likely through wide dis- 
tribution to school guidance coimselors. 

This software also should become part of a larger datai)ase with 
information for students and parents about the costs of college, the aca- 
demic requirements of \ ari()us institutions, and the availability of assis- 
tance. Educators could incorporate this program ink) the computerized 
chuabase and information line established luuier Section 4()9A of the 
1992 Higher Education Amendments. 

To help federal programs run more smoothly, we also reconmiend 
establishing a (Council on the (Coordination of Federal Human Resomre 
Program Benefils to promote commimication among various agencies. 
This council should include representatives from the Departments of 
Education, Agriculliu'e, Health and Ilinnan Services, Housing and 
Urban De\'elopment, \eterans Affairs, and other relevant departments 
and agencies. 

We envision that the coimcil would coordinate the eligibility process 
and service deli\ery for many federal human resource programs, includ- 
ing federal student assistance. Aid to F'aniilies with Dependent (Ihilchen, 
Food Stamp i)eneflis, veterans assistance, and other programs. It also 
would develop wavs to i)eiter monitor and evaluate coorcUnation of 
these programs. The council also should create a unif orm sysUMn of data 
protocols and eligii:)ilitv standards for federal programs and implement 
a jDrocess ol data sharing and categorical exemptions. Through this 
work, the council might design a single set of forms or procedures to use 
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when applying for benefits under these human resource programs. If 



needed, it also could develop a centralized data system (o share informa- 
tion among federal agencies. 

Implement the National Early Intervention Scholarship 
and Partnership Program created in the 1992 Higher 
Education Amendments. 

This program, which provides matching funds to states to encour- 
age the creation and expansion of early intervention initiatives for at- 
risk students, is a vital component of efforts to improve the social and 
economic prospects of the nation. The failure to improve the life 
prospects of these youth will have disruptive and expensive conse- 
quences for the country. 

The National Early Intervention program is also an excellent 
example of the type of educational partnership between the federal 
government and the states lhat should be expanded. Both bear a 
responsibility and share in the rewards of improving the postsecondary 
educational opportunities of at-risk youth. 



Roles of Other Financing System Participants 



efforts to help families and students pay for college. The 
^ roles of each of these players in the financing process are 

essential to the national goal of providing opportunities for postsec- 
ondary education to all individuals to the full extent of their interests 
and abilities. 

The Commission has received extensive testimony and engaged in 
considerable discussion concerning the roles of these other financing 
svstcm participants. However, as an agency operating within the feder- 
al government, we believe our primary responsibility is to make rec- 
ommendations related to federal policy. Still, as a natijiial 
Commission, we also have a responsibility to address— at least in gen- 
eral terms— the roles of the other participants in the financing 
process. We therefore offer our perspectives on each of the other 
major participants in this process: 




tates, postsecondary institutions, the private sector, and phil- 
anthropy all work as partners with the federal governmenl in 
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THE STATE ROLE 

or decades, states have assumed the key role of providing 
educational programs for their residents. Yet the dominance 
of the federal government in providing need-based student 
aid has tended to overshadow the essential role states play in 
promoting access to postsecondary education. In fact, states spend uvice 
as much money on higher education as the federal government, most of 
it through operating subsidies to institutions that reduce the price of stu- 
dent tuition. Nearly 80 percent of students in American higher educa- 
tion attend state-supported institutions, a strong indicator of the success 
of state efforts to ensure access. 

We believe states must continue to play a prominent role in ensuring 
access to postsecondary education nation\vide. They can perform this role 
best by filling the "gaps" in the federal aid system caused by enrollment fluc- 
tuations, sudden price increases, or other imanticipated conditions. The 
failure of states to promote access would pose a major new fmancial burden 
for families and the federal government that would be \irtually impossible 
to meet. As the principal pro\iders of educational ser\ices in the nation, 
states must continue to play this critical role in postsecondary education. 

The diversitv' of states and tlieir unique systems of higher education pro- 
hibit the de\'elopment of nationally uniform policies for state financing in 
higher education. However, states should consider the following recommen- 
dations in shaping their priorities and programs on behatf of their residents: 

Establish a four-step collaborative accountability process 
that emphasizes strategic planning and mutual responsibility 
among financing system participants, thus promoting access. 

A structured accountability process can help states better meet their 
fundamental responsibilities of pro\iding postsecondary education and 
promoting access. To this end, state legislators, state coordinating and 
governing board officials, faculty, campus administrators, suidents, and 
others should participate in a strategic planning process that addresses 
at least four key elements. Members of this panel should: 

H reach consensus on a series of future goaLs and design ways to 
measure success in meeting them; 




WHAT IS "HIGH TUITIOfi, HIGH AID?" 

Several economists, as well as a 
growing number of higher education 
leaders, have argued that "high tuition, 
high aid" would be a just solution to the 
financing problems currently plaguing 
much of American higher education 
Advocates of this position have argued 
that federal incentives should be devel- 
oped to encourage states to focus their 
tax funds on student aid for low- and 
middle-income students and families, 
rather than continuing to provide high 
direct institutional subsidies, which help 
to reduce the tuition levels. Thus, under 
this concept, tuitions would Increase to 
significantly higher levels than is current- 
ly the case in most states (high tuition), 
with the additional revenues derived from 
these higher tuitions used to pay for the 
increasing needs of low- and middle- 
income students through student aid 
(high aid). By increasing tuitions at state 
institutions the overall revenues derived 
can be targeted on the neediest stu- 
dents, thereby improving both the effi- 
ciency of the system and the access that 
is necessary for low- and middle-income 
students. 

Thomas P. Wallace, President of 
Illinois State University, Is one of the 
leading advocates of this theory. In testi- 
mony before the Commission, he 
observed, "...the most significant ele- 
ment of student financial aid In public 
higher education today Is the direct state 
tax subsidy to public institutions; It Is of 
greater financial Importance to students 
than any state or federal gift aid program 
targeted to needy students. The public 
policy of direct state aid to public institu- 
tions, which currently constitutes the 
foundation for student financial aid. Is 
incompatible with today's realities of pro- 
viding student affordablllty and maintain- 
ing Institutional quality." 
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1::: make civailable appropriate mources to achic\'e the goals; 

□ gi\'C institiiti(Mis autonomy working toward ihose goals; 

ti grant each party in the accountabiHty process the appropriate 
authority to reach the goals. 

Conduct independent assessments of the benefits of the 
so-called "high tuition, high aid" strategy for higher edu- 
cation, with no direct federal involvement. 

The (Commission has heard extensive testimony and conducted its 
own analyses of "high tuition, high aid," a widely discussed topic in high- 
er education. This idea is based on the premise that states could lower 
sii])sidles U) public colleges and universities and use the money lo 
expand financial aid offerings. Tuition at these schools would increase 
sharply biu so would financial aid — perhaps offering greater access to 
college for needy students. 

Af ter nuich study and discussion, we have concluded that a headlong 
rush into "high Uiition, high aid'' as a national strateg)' would be a mis- 
take. We are disturbed by the troubling trends of the last two vears, in 
which at least 10 states raised tuition biU cut student aid. Despite the 
states' best intentions, these events are a troubling sign about the poten- 
tially damaging (effects of this policy. 

The available evidence also illustrates the political difTiculties in 
achieving ihe goals of "high tuiuon, high aid." As tuition climbs high- 
er — and the level of direct institutional aid drops — political support for 
student, financial assistance also appears to erode. As one witness before 
the (x)mmissi()n noted, "Direct institiuional appropriations can be justi- 
fied on a diverse set of goals — quality, state economic development, pub- 
lic service, and access. In contrast, student aid is almost exclusively justi- 
fied in terms of access." We believe the consequences of this policy — the 
prospect of high tuition, Ioxo'mA — could jeopardize 2iecess to higher edu- 
cation in individual stales as well as the nation. 

Despite the recent trends, however, the (x)mmission believes states 
should explore this idea when considering options to improve higher 
education access, (certainly, the subsidies that How indirectly to more 
affluent students because of lower tuition at state colleges may be better 
lUili/ed in some states through need-based aid programs. Nevertheless, 
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"high tuition, high aid" is squarely a state issue that should noi be overtly 
influenced by, or promoted through, federal policy. 

Increase state-funded student financial aid in proportion 
to increases in tuition as a way to provide access for low- 
and middle-income students. 

Consistent with the last recommendation, we believe states that do 
decide to move toward higher tuition carry a significant burden to 
increase stud ,'nt aid ai the same proportional rate. Without such action, 
state policy could undermine the national goal of improving access to 
postsecondary education for all Americans. 

States have a variety of techniques at their disposal to assure con- 
sistent increases of tuition and state student aid. These range from 
moral suasion to formulas written into state law requiring dollar-for- 
doUar increases in aid. Whatever the method, it is imperative (hat 
states not perpetrate the cruel hoax of "high tuition, low aid'' for 
poor students. 

At the state level, the responsibility for this issue falls directly on 
those individuals and agencies who set tuition. In some states, individ- 
ual institutions must imdertake this responsibility, while in others the 
biu'den falls to statewide boards or legislative committees. Whoever 
sets tuition has the first responsibility to provide sufficient aid to 
needy students to offset the effects of any increases in tuition. 

Participate in the State Postsecondary Review Program, as 
authorized under the Higher Education Act. 

States should take advantage of the opportunity presented by the 
creation of the State Postsecondary Review Program to designate one 
entity to review institutional eligibility for federal student assistance pro- 
grams. By offering states matching funds to help them perform this 
fimclion, the program represents a unique opportunity to strengthen 
the partnership between the federal government and the states in 
improving postsecondary education access. States should utilize the fed- 
eral matching ftmds to target instittuions that have an established histo- 
ry of abuse of federal programs. 
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THE INSTITUTIONAL ROLE 




he Coniniission believes colleges and universities should 
play several essential roles. These include promoting access 
for a!) interested and able students, fostering a climate that 
encourages the graduation of every student, and establish- 



ing a governance process that efficiently delivers programs in response 
to a clearly defined mission. 

Institutions have long played a critical role in promoting access. 
This commitment has been reaffunied in recent years as institiuions 
have stepped up their investments in need-based aid in response to 
declining support from (he federal government and other sources. 
This n ^e is an appropriate one for institutions and should be encour- 
aged. 

While mutual accotmtability among financing system partners is a 
basic tenet of postsecondary financing policy, institutions bear a fim- 
damental ethical responsibility to offer a quality education. As 
providers of education, colleges and universities must promote both 
effective teaching and effective learning. No government entity 
could ever replace the nation's postsecondary educational institu- 
tions in this process. 

To this end, institutions must set clear goals and develop pro- 
grams to reach these goals. If they have not already done so, institu- 
tions should engage in a strategic planning process that answers 
lough questions about the school's mission, strengths, weaknesses, 
and fiuure vision. Institutions could conduct this strategic planning 
as part of their state's accountability process, which assures both mis- 
sion success and effective self assessment. 

Institiuions — and the policymakers who directly affect them — 
bear a fundamental responsibility for controlling cost increases. The 
price charged to students needs to address clearly *he central mission 
of the college or luiiversity and the type of students who tend to 
enroll in that instiiiuion. Determining whether the costs students pay 
are appropriate should be a central element of the strategic planning 
process outlined in this report. 
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"If there is a genuine xoillingness 
to use tax policy to craft a part- 
nership of the corporate sector and 
of individual donors with educa- 
tional institutionSy there xuill be 
no lack of creative zoays to shape 
tax measures beneficial to provid- 
ing quality higher education to 
young people. " 



Rev. J. Donald Monan, S.J.. Prrsidknt. 
Boston Co:.' »-r.F. 

nsilMOWIUl-ORV 111! 
( OMMISSION. M\R( II is. I'l-tj 




THE PRIVATE SECTOR ROLE 

^ 0 believe business and industry should encourage 
and support postsecondary education and training 
that strengthens the nation's competitiveness and 
furthers democratic principles. As noted in (Chapter 
1, the private sector alread\' plays an important part in the postsecondary 
education finance system. But individual businesses often play only a 
limited role, supporting job training programs based on current busi- 
ness needs rather than promoting edticational investments for long-term 
economic growth and productivity. 

Despite their extensive commitment to speciaH/.ed job training, 
corporations and businesses cannot play the primary role in meeting 
the nation's educational needs. This is because these firms cannot be 
assured that iheir mvestment in training is the most efficient use of 
their resources. For example, large companies with training programs 
arc frequently confronted by the dilemma of employees who receive 
extensive training and then leave the company for another firm. And 
small companies face high fixed costs in designing and paying for 
training programs, costs which are often not justified in the returns 
they receive. 

However, as the principal "ctistomer" of the nation's postsecondary 
institiuions, the private sector has a significant responsibility for, and 
interest in, the ability of citi/ens to attain a quality education. Thus busi- 
ness and indtistry should play an important partnership role, encourag- 
ing and supporting postsecondary education that contribiUes to eco- 
nomic and social advancement. 

Business and industry can accomplish this by engaging in many of 
the programs and policies discussed previously. For example, they 
should take advantage of federal policies that promote greater postsec- 
ondarv opporttmities for their employees, lliis includes utilizing the tax 
breaks offered for employer paid educational assistance imder Section 
127 of the Tax (^ode. 

Businesses also should receive tax breaks for engaging in cooperative 
work experience or cturiculum sharing programs. These programs, 
which offer students the opportunity to learn first-hand about the Job 
market and stay current in rapidly changing Job fields, would help 
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increase the partnership between postsecondary educational institutions 
and the private sector. Greater understanding between an employer's 
needs and an institution's programs and abilities could dramatically 
improve the nation's productive capacity and raise the level of expertise 
among American workers. 



of American society. Philanthropy has long played a leading role in sup- 
port of higher education as an essential national resource. We support 
the expansion of these efforts at all levels. 

The federal government can play a critical part in such an expan- 
sion. P^or example, the current alternative minimum tax treatment oi 
gifts of appreciated property should be repealed, since current law dis- 
couiages people from making gifts to charitable organizations such as 
higher education institutions. Likewise, Congress should approve an 
advance valuation donation procedure for donors making gifts to char- 
ities. These and other measures would help to reduce the confusion 
now common in tax law and strengthen the partnerships in postsec- 
()ndar\' fhiancing. 

Private philanthropic organizations, whicli already play an essential 
I'ole in institutional and programmatic support, should promote policies 
and programs that contribiUe to educational equity. The role of private 
philanthropv in Hnancing postsecondary education has changed dra- 
matically in the past century, especially since World War II. Direct sup- 
port for poslsecondarv institutions has eroded over time as organiza- 
tions emphasized other worthy priorities, such as K-12 education. But 
private philanthropic foundations continue to be a major catalyst in 
elTorts to |)r()m()te greater opportunities for disadvantaged students. 
This (^ssential work should continue. 

Private philaiuhropy has other im]Dortaru roies to play in higher edn- 
calion. Foi example, conunnnity-based scholarship foundations have a 
substantial impact on raising aspiiations and increasing postsecondary 



THE PHILANTHROPIC ROLE 




^ e believe philanthropy should play an important role 
in the education finance system — from traditional 
corporate and private foundations to the philan- 
thropy of individuals, institutions and other sectors 
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''The challenges oftlie 21st century 
require us to prepare an educated 
citizenry and xoorkforce that xuill be 
flexible, have an understanding of 
the xvorld community, and be envi- 
ronmentally cnoare. For 200 years 
in this country, we have success- 
fully avoided the pitfalls of a clr s 
society characterized by an eli*ist 
population xoith sole access to the 
best schools and universities. To 
maintain democratic opportunity, 
xoe must do all xve can to broaden 
access to higher education to ihose 
from every segment of society. " 



Warrfn B, Armstronc;, Prf.sidf.nt, 
Wichita State UNi\ FJtsm' 
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education access. VVc support the continued development and grcAvlh of 
these privately supported efforts. 

Likewise, private philanthropy is essential to supporting the efforts 
of colleges and luiiversities to promote equity among students. Through 
their support, philanthiopic organizations can make a difference at the 
grassroots level to further national goals supported by government. This 
is especially true when it comes to plans for restrucltiring higher educa- 
tion and promoting effective governance practices as well as eqtiitv. We 
sincerely hope that these organizations will continue to play such a role 
in the overall strategic planning process in the years ahead. 

Conclusion 

he United States has long been recognized as providing 
the best, most accessible system of higher edtication in the 
world. Yet as this report — and others like it — has pointed 
oiu, the burdens of paving for college are increasing for 
all Amei xans. Based on ctu'rent trends, America will face dire eco- 
nomic and social consequences if an e\er smaller percentage of stti- 
dents anc, families can afford a postsecondary edtication. 

The Commission believes it has developed a bipartisan, cost effec- 
tive blueprint for making college affordable again. The comprehensive 
proposals offered in this report represent our collecti\ • views regard- 
ing this important and timely topic. 

In seeking to make college affordable again, we lealize that it will 
be difficult to measure the impact of oiu" reconunendations on access 
to higher education and the societal and individual benefus that come 
from an increasingly educated citizenry. While there is no single indi- 
cator of sticcess, w(* wotdd consider our efforts fruitful if any of sev(M"al 
outcomes is achieved. Among he outcomes desired bv the 
( Commission are: 

H increased partic ipation in higher edtication by all Americans; 

M a more reliable, eiilcient, and simplified svstem oi financial aid; 

S enhanced understanding of the mtitual goals of scholarship 
and cili/eiiship: 
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□ greater investment in saving for college by students and their 
faniilies; 

M improved accountability and muttial responsibility among the 
variotis participants in the fmancing system; 

M a redtiction in the amount and rate of student loans defaulted. 

The economic, environmental, and social challenges ahead wil! 
require cooperation among all sectors of American society — from gov- 
ernment and industry to individuals and families. We need both the 
courage to dream and the will to change. 

Amid global uncertainty, the nation must stand firm behind its 
goal of offering educational opportunity to all interested and able 
Americans. Only by making college affordable can our students suc- 
ceeci and our natioii prosper during the next decade — and into the 
2 1 St century. 



ESTIMATES OF COST SAVINGS AND 
NEW EXPENDITURES RESULTING FROM 
COMMISSION RECOMMENDATIONS 

he Commission has approached its task with the belief that 
the cost of failing to provide postsecondary opportunities 
for all individuals to the full extent of their interests and 
abilities far exceeds the monetary costs of increasing the 
national investment in postsecondary education. However, at the same 
time, we have been acutely attuned to the fiscal dilemmas plaguing fami- 
lies, the :.tates, the federal government, and others, and therefore have 
constructed oiu" recommendations with an eye toward producing effec- 
tive, reasonable solutions that are financially responsible and that draw 
on the resources of all participants in the financing process. 

The cost of implementing various proposals is largely dependent 
on variables not easily measured. For example, the cost of providing 
Pell (/rants at levels already agreed upon in law depends significantly 
on the number of eligible grant recipients. In recent years this num- 
ber has sharply increased, in part due to the economic troubles that 
have gripped the nation. Thus the future state of the economy is one 
\ariable that needs to be considered in estimating the costs of these 
recommendations. 

To limit the inevitable quibbling over the "correctness" of cost esti- 
mates, we have chosen to rely primarily on cost estimates of our recom- 
menclations (or similar proposals) conducted by independent, non-par- 
tisan sources. For the most part, these calculations have been conducted 
b\' the Congressional Budget Office (CBO), the Ccneral Accoimting 
Office (GAO), or other official federal government entities. Unless 
otherwise noted, the calculations asstime the cost of implementation in 
fiscal year 1994 present value terms. 

We want to emphasize that these estimates arc iUustrative. The cost 
estimates we provide here are not definitive biu rather they provide a 
rough sense of the total price tag ol otn* recommendations. Downward 
or up vard revisions of these estimates may be reqtiired as our proposals 
are converted to actual legislative language. 

Tlie estimates of llie Commission's major reconnnendations. bv catc- 
gorv, are as loUows: 
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Pell Grants 

The iiiajoi" Coinmission pioposal in (his area calls foi' the runding of 
Pell Grants at levels already authorized in law. If this recommendation 
were implemented in the current fiscal year (1993), the additional cost 
to the federal government wotild be approximately S6.5 billion. This fig- 
ure is based on preliminary CBO numbers calcttlated in 1992. The addi- 
tional cost is the difference between a maximum grant award of S3, 700 
(S12.5 billion in btidget authoritv with 5.2 million grant recipients) and 
a maximum award of $2,300 (S6.0 billion with 3.9 million recipients). 
The calculations assume that changes made during the 1992 Higher 
Education Amendments have been fully impleincnled.^^ 

Student Loans 

The Commission's proposals call for (he replacement of the current 
bank-based federal student loan structure with a direct loan program 
that allows students the option of repaying their loans on an income- 
contingent basis through the IRS. This proposal is similar to those dis- 
cussed as a part of the 1992 Higher Education Act reauthorization. 

Much discussion and debate surroiuided the^e proposals, particular- 
h' the direct lending piece. However, after several anahses were conduct- 
ed by both CBO and GAO, the results were virtually identical. These 
analyses showed that a direct lending program could save at least SI bil- 
lion per year compared to the ciu rent guaranteed loan system when 
fully implemented.'^ 

The most appropriate anahsis of the costs of a direct lending pro- 
gram compaiable to the one proposed hv the Commission v/as con- 
ducted by CBO on November 15, 1991. That study estimated the cost 
of the 1992 Higher Education Amendments bill as reported by the 
Hou::e of Representatives Committee on Education and Labor on 
October 23, 1991. The analysis showed that phasing out the existing 
Ciuaranteed Student Loan Program (with existing loan limits) would 
sa^'e approximately SI. 4 bilhon annualh with the direct lending pro- 
gram fully iinpltMiiented. 

riiat same CBO analysis also calculated the likelv increased (osts of a 
direr t ioan program with higher I'lan Hmits (and no loan origination 
fee). While the loan limits in the Ilr)use bill are not direc tly comparable 
to the Commission's subsidized and unsubsidi/c^d loan |)roposals, they 



do provide a rough sense of the possible costs of increased loan hnnits. 
According to the C^BO analysis, the annual cost of these higher loan lim- 
its would equal ap :)roxiniately SI .v5 billion anniiallv. 

The costs or si'vings associated with income-contingent repayment 
are more difficult to measure. We assume that income-conungent repay- 
ment will result in additional budget savings because of the expected 
reduction in students defauUing on their loans. With default costs now 
totalling more than S3 billion under the guaranteed loan programs, we 
believe this is a significant feature of this proposal. 

No official estimates of the likely savings due to reduced default lev- 
els under an income-contingent loan structure were calculated. 
However, several reputable anah'sts have developed estimates of the like- 
Iv savings of income-contingent loans and have concluded that there 
would be an annual savings of at least SI billion compared with current 
default expenditures. '^^^ 

Loan Forgiveness for Comynunhy Service 

Our recommendations also call for students to be able to serve their 
country by performing community ser\'ice in an approved program in 
exchange for parual loan forgiveness. Students would be allowed to have 
20 percent of their loan principal forgiven for every year of participation 
in the (>onmumitv Service Incentive Program. Students could reduce 
their total federal student loan principal by up to 60 percent (a few 
would be offered complete forgiveness for performing five years of ser- 
vice in designated "critical need" areas). 

The (Commission on National and Community Service has esfimated 
tiiat the current communit^' service infrastructure in the nation supports 
about 25,000 to 30,000 full-Ume participants. Assuming that r all of 
these slots are occupied by persons performing post-collegiate commu- 
nitv service, and finlher assuming that the number of slots would dou- 
h\c in the first year, we then can estimate the cost of oiu' loan forgiveness 
pioposal to uie federal government. That cost would be the number of 
participants (50,000) multiplied bv the estimated amount of loan princi- 
pal forgiven. According lo a 1992 stud\', the average indebtedness of all 
borrowers in 1990 was S9.7'14.^'^^ Thus the average annual amount lorgiv- 
en would be about S2,()00 (20 percent). This means that the estimated 
fu'st-year cost of this proposal wotild be about SI 00 million. 
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\Vc want to emphasize that costs arc highly dependent on the 
number of connnunity sci vice program participants. Thus, depending 
on the niur.ber of slots available in approved programs, these cost esti- 
mates could increase or decrease significantly. Fmuher, the costs 
beyond the llrst year are likely to be higher since communitv service 
program participants are eligible for 20 percent reduction in princi- 
pal j)nyearo[ participation. 

lax Policies 

The Commission's recommendations allow for penalty-free with- 
drawals from IR.\s to pay for higher education expenses. This provision 
is similar to one proposed b\ Senators Lloyd Bentsen (D-TX) and 
William Roth (R-DE) in 1992. Under that proposal, qualified higher 
education expenses — tuition, fees, books, supplies, and equipment — 
could be paid for via early withdrawal from an IRA. These funds could 
be used to pay for the college education of the taxpaver, his or her 
spouse, the taxpayer's child, or the taxpayer's grandchild. 

According to the joint Conuiiittee on Taxation this provi- 

sion would result in additional federal budget costs of approximately 
SI 00 million per vear. This estimate assumes restoration of the 
deductibility of IRA contribtuions for all taxpayers, which was eliminat- 
ed in the 1986 Tax Reform Act. Without the restoration of fully 
deductible IR.\s, the budgetary effects of this provision likely wcnild be 
considerably less than this amoimt. 

Oiu' reconniiendation for removing the income eligibility ceiling 
for taxpayers wno use Series EE vSavings Bonds to pay for higher educa- 
tion expenses is identical to a proposal supported by the JCT in 1992. 
According to the removing the income ceiling would spin' addi- 
tional savings bond sales, thus offsetting the cost of interest exchision. 
The estimated cost to the federal government of this provision is less 
than SI million annually, and therefore negligible for oin* ptirposes.^* 

Likewise, the J(T has also estimated the cost of allowing student loan 
interest to be dedticted — a feattu'e of the Tax (>()de that was eliminatc^d in 
the 19(S() Tax Relbrm Act. l*hey have estimaic^d the annual cc of this 
provision at approximatc^ly S2()0 million. And ((^T estimates thai the 
amnial cost of continuing to allow deductions lor emplover-paid educa- 
tional expenses (Section 127) also at approximately S20() million,^'*-' 
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The provision exempting scholarships and fellowships from taxation 
was eliminalecl in the 198(-) Tax Reform Act. WTiile no recent estimates of 
restoring this provision have been made, |(1T staff estimate the annnal 
cost at no more than S2() million, based on use patterns prior to 1986. 

Finally, changing the alternative minimum tax treatment of gifts of 
appreciated property to charitable organizations would cost approxi- 
mately SI 00 million. 

Other Savings and Expenditures 

We believe that two of our remaining proposals result in significant 
cost savings to the federal government. The conversion of the Federal 
Perkins Loan program to a grant program (and discontinuing new fed- 
eral capital contributions) would save approximately S200 million a year, 
based on the pattern of appropriations for this program over the last 
decade. Further, the elimination of the Federal Supplemental 
Educational Opportunity Grant would save an additional S600 million 
annuallv. Combined, these program phasc-outs would result in savings of 
about three quarters of a billion dollars. 

Some additional costs would be incurred by other oi' our recom- 
mendations. Full funding of Title IX programs for graduate students 
would cost approximately S200 million. Funding of the State 
Postsecondarv Review Program, to help combat fraud and abuse in stu- 
dent aid programs, would result in additional federal costs of S75 mil- 
lion annually. And the C(\st of funding the National Early Intervention 
Scholarship and Partnership Pi'ograni would be S2()0 million at the 
maximimi authorized level. 
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SUMMARY OF ESTIMATED FIRST YEAR COST 
SAVINGS AND NEW EXPENDITURES 



COST SAVINGS 



EXPENDITURES 



Pell Grants 



S 6.5 billion 



Student Loans 

— Direct Lending 

— Increased Loan Liniiis 



SI. 4 billion 



S 1 .5 billion 



Loan Forgiveness for 
Community Service 



SI 00 million 



Tax Policies 

— Penalty-free \¥L\ Withdrawals 
— Student Loan Interest Deduction 
— Eliminate Schol. and Fellowship Tax 
— Section 127 

— Gifts of Appreciated Properly 
to (Charitable Organi/ationjs 



SHK) million 
5200 milli(m 
S 20 million 
S2U0 million 
SlOO million 



Other Savings and Expenditures 

— Perkins Loan Conversion 

— Elimination of SEOCi 

— Full Finidinir of Title IX 

— State Postsecondary Review Program 

— National Early Intervention 

Scholarship and Partnership Program 



S20() million 
S600 million 



S200 milli(m 
S 7o million 
S20() million 



TOTAL 



S2.2 billion 



S9.2 billion 



NOTKrThis table does not inrhidc likely cost savings (hie lo (he rechu iioii in 
(lelaulis under a loaii svslc ni with ineonu'-eoniinge!!! repaymeni as a!i oplicm. While we 
believe signineant savings will he achieved, no official estimates are aviiilable. 
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SCHEDULE OF COMMISSION MEETINGS 



February 26-27, 1991 
May 5-6, 1991 
July 14-15, 1991 

September 11-12, 1991 

November 13-14, 1991 

January 14-16, 1992 

March 17-19, 1992 

April 30— May 1, 1992 
May 18-19, 1992 
June 15-17, 1992 

September 10-11, 1992 
November 19-20, 1992 



Meeting of Commission Members 
Washington, DC 

Meeting of Commission Members 
W?.f,hington, DC 

Regional Hearing and Meeting of 
Commission Members 
Los Angeles, California 

Regional Hearing and Meeting of 
Commission Metnbers 
Chicago, Illinois 

Regional Hearing and Meeting of 
Commission Members 
Miami, Florida 

Regional Hearing and Meeting of 
Commission Members 
Wichita, I^ansas 

Regional Hearing and Meeting of 
Commission Members 
Boston, Massachusetts 

Seminar 

Washington, D(^ 
Setninar 

Washington, DC^ 

National Symposium and Meeting of 
Commission Members 
Washington, DC 

Meeting of Commission Members 
Washington, DC 

Meeting of Commission Members 
Washington, DC 
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